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| We beg to announce that we have 
taken over the Branch Offices of 


JOHN MUIR & CO. 
located as follows: 


30 East 42nd Street 

624 Madison Avenue 

105 West 82nd Street 
125th St., Cor. Lenox Ave. 
B’klyn: 26 Court St. 
Newark: 810 Broad St. 


E. W. Wagner & Co. 


MEMBERS 


| New York Stock Exchange 
New York Cotton Exchange 
New York Produce Exchange 
N. Y. Coffee & Sugar Exchange 
} Chicago Board of Trade 
Chicago Stock Exchange 
New Oricans Cotton Exchange 
Minneapolis Chamber of Commerce 
Cleveland Stock Exchange 
Buffalo Corn Exchange 
Toledo Produce Exchange 
St. Lowis Merchants Exchange 
Milwaukee Chamber of Commerce 
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e Municipal Bonds — 


War Tienes 


During the war period only such 

new financing will be permitted as 

in the judgment of the Government 

is necessary. 

Municipal Expenditures are, there- 
= fore, not being made except for es- 

sential community needs. 

This is resulting in a growing scarcity of 

Municipal Bonds. 

Our current list contains offerings of 

lead..g cities at attractive prices. 

Sen d for list S.W.-8 of issues yielding 

from 444% to 6% and Exempt from all 

Federal Income Taxes. 
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Government and Municipal Bonds 
“Over a Quarter Century in This Business” 
NEW YORK ST LOUIS 
14 Wall Street 408 Olive Street 

CHICAGO CINCINNATI 
105 So. La Salle Street 305 Union Trust Bldg 
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ODD LOTS 


The service we give to 
Odd Lot customers is the 
same as that extended to 
purchasers of 100 shares 
or more. 


The advantages of trading 
in Odd Lots are explained 
in our booklet T-37 “Odd 
Lot Buying.”’ 


‘Pyattsborne & Pointe 


Members N. Y. Stock Exchange 





7 WALL STREET Tel. 4590 Rector 




















Advice to 
Investors 


Purchase your securities through 
responsible dealers who _ have 
proper facilities for investigations 
and a reputation to maintain for 


reliable advice. 

. N. & K. are always posted on 
general market conditions, and 
their views are at the disposal of 
investors through their monthly re- 


view of 
“The Investment Situation.” 
Write for Pamphlet K-1 


Knauth ‘Nachod & Kuhus 


Members of New York Stock Exchange 


Equitable Building 
NEW YORK CITY 
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THE OUTLOOK 


Prices Respond to War Prospect—New Call Money Market— 
Public Utilities Cheap—Strength in the Rails— 
Prospect for Steels 


HE markets continue nearly in a state of balance, with the advantage on the 
whole in favor of the “constructive” side. As measured by averages, prices of 
stocks have reached a higher level than has been touched before for more than 

= three months, while railroad stocks are at their highest since October, 1917, 
before the semi-panic of last December. 

Corporation bonds show little change, except that trifling declines have occurred in 
some high grade railroad and public utility issues as a result of the policy of investors 
paying high income supertaxes in transferring some of their capital from taxable into 
non-taxable securities. The same cause has produced a sharp advance in the Liberty 314s 
and the Farm Loan bonds, which are entirely non-taxable. 


War Situation Decidedly Helpful 
HE growing evidence of Teuton weakness in the face of steady hammering by the 


Allies has been decidedly helpful to the market. Its effect would have been 
Sl much more pronounced if it were not for the fact that new buying is held in 
= check by the restrictions of the banks in loaning money on stock exchange 

collateral. 

There are other signs of weakness in the Central Powers besides those of a 
strictly military character. Both German and Austrian money are now at a heavy dis- 
count in neutral markets. Austrian finance especially is in a perilous condition. About 
$5,000,000,000 of paper money is now in circulation in that country with only a 
trifling base of gold beneath it. Bavaria, it is reported, has refused to accept Austrian 
money at any rate of discount. 

So long as the Teuton armies continued to score victories in the field, the courage 
of the people was kept up in spite of the fact that these nations had become little more 
than a military shell enclosing internal weakness. What will happen now that military 
reverses have been added to economic exhaustion? ‘There are many who believe that a 
psychological break-down will soon undermine the German armies. On the other hand, 
there are but few instances in history where any people have refused to fight desperately 
for the protection of their homes. We can only continue to act upon the assumption thar 
the war may last another year or longer. 


The New Call Money Market 


HE action of J. P. Morgan & Co. in inaugurating the policy of lending money on 
call at 434% on bankers’ acceptances as security, as against a rate of 6% 
My On mixed stock exchange collateral and 614% on “all industrial” collateral, 
<<< will result in the establishment of two call money markets at different rates. It is 
an important move toward a broader acceptance market, since it will greatly facilitate 
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trading in and carrying acceptances. It will also help in creating a more favorable market 
during the sale of the new Liberty Bonds. 

This step will probably have some indirect effect toward loosening the strings that 
have recently been so tightly drawn about stock exchange loans, through an increase in 
rediscounting at the Federal Reserve Banks, thus somewhat enlarging the general supply 
of credit. In case it becomes necessary to call loans, the banks will naturally first call 
in the loans based on acceptances, where more direct and prompt aid from the Federal 
Banks will be available. To that extent the necessity of shifting stock exchange call 
loans will be lessened. 

The situation will remain in control of the banks’ “money pool,”’ and they will 
not let it get out of hand. The idea that stock exchange loans might be classed‘as non- 
essential is absurd. On the contrary it is highly essential that such a disastrous decline in 
security values as would certainly result from any such ruling should be avoided, and that 
necessity is thoroughly understood by the Federal Board. 


Effect of the Next Liberty Loan 


HE campaign for a new Liberty Loan of $5,000,000,000 or $6,000,000,000 

will begin Sept. 28. Before then the banks will have advanced to the Government 

3 nearly all of that amount through their purchases of Treasury Certificates, so 

= that the real problem is the transfer of this tremendous bank credit into the form 
of permanent investment in the new Government bonds. 

, The interest rate and maturity of the new bonds have not yet been fixed, though the 
Treasury has tentatively announced its intention to retain the 444% rate. It is assumed 
that its decision would be subject to revision if necessity should arise. Many bankers 
believe that, in view of the discount on the present 414s, a rate of 434 would better 
represent the balance of supply and demand in the capital market. 

The banks of the country can, if necessary, subscribe heavily to the coming loan. 
At the end of June the National Banks held for their own account only a little over 
$400,000,000 of Liberties, and were loaning $457,000,000 on Liberty Bonds as 
security, while the total resources of the banks were over $17,800,000,000. But the 
placing of the bonds with permanent individual investors represents a far more desirable 
method of financing, and it is probable that our active participation in the fighting and 
the striking successes won by the Allies will stimulate subscriptions. 

There is now no evidence of any disposition to sell other securities in order to trans- 
fer the funds into the new Government bonds. On the contrary, there is a wide-spread 
feeling of confidence in regard to result of the new flotation. 


The Public Utility Situation 


HILE the stocks and bonds of public utility companies have not as yet shown 
much disposition to advance, it is probable that we are at or near the worst in 
the utility outlook. The urgent necessities of these corporations have become so 
evident that relief must be afforded them, since the service that they render 
is in the highest degree essential. 

In 100 of the principal cities in the United States, 46 fare increases had been 
granted to street railways up to July 31, and 41 additional applications for increases 
were pending. In six large cities, seven-cent fares had been put into effect. In most of 
the others the increase was to six cents. _ This relief movement will undoubtedly con- 
tinue to expand. 

There are a great many public utility bonds and preferred stocks and some common 
stocks which are so strongly protected by earnings that there can be no question of their 
soundness even though increased rates should not be allowed the companies which issued 
them. The present is an especially favorable time to invest in this class of securities. 
It is impossible for us to take the space here to enumerate and classify them, but our 
Inquiry Department will gladly suggest securities suited to the individual requirements 
of our regular annual subscribers, for whose benefit this special service is maintained. 
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Strength in the Rails 


S THIS is written, it is believed that the general form of contract between 
the Government and the railroads will be decided upon this week. The repre- 
ass, sentatives of the roads have quite naturally, in their desire to protect stock- 
== holders, objected to the wide latitude of discretion allowed Government officials 
in the proposed contract. On the other hand, some of the Government subordinates have 
— to believe that it was their duty to drive as hard a bargain as possible with the 
roads. 

Particular objection has been raised against the proposal that the roads’ only right 
of appeal against what they might consider an injustice, should be to the Interstate Com- 
merce Commission. It is true that the decision of the Commission would be subject to 
eventual review by the courts to fix the damages the roads had suffered, if any, but this 
would be a long and costly process. Rightly or wrongly, a majority of the railway 
security holders of the country have lost confidence in the ability of the Commission tc 
render an impartial judgment in railway matters. 

Nevertheless, the recent strength in railway stocks reflects a general belief that in 
the end the roads will be fairly used by the Government and the people. There can be 
no denying the great advantage to railroad securities in having behind them a Government 
guaranty of earnings unt] 21 months after the end of the war. In these times of general 
uncertainty, such a guaranty gives the investor something definite to tie to. 

It is not surprising, therefore, that the stocks of railroad companies whose earnings 
have been sufficient to remove all doubts about the maintenance of their customary divid- 
ends during the period of the contract, should respond with some enthusiasm to the new 
situation. On the other hand, the stocks of companies having smaller earnings had been 
depressed to such a low level by their doubtful outlook that they were ready to sympathize 
with the upward movement in the better protected stocks. 

We believe that the best railroad stocks are entitled to a further advance. They are 


still cheap when measured by interest return on the investment. 


Prospect for Industrials 


HE constant diversion of the labor power of the country from the less-essential to 
the more-essential industries is the feature of the economic outlook, and must 
continue to be so until the war ends. It is stated that the Government could 
use 1,000,000 more common laborers in work essential to the war, if they could 

be obtained. Under these circumstances the outlook for industrial stocks has to be con- 
sidered in relation to the connection of the companies with war work. 

The steels are preeminently the war stocks of the moment. The war demand for 
steel is insatiable. There is no limit to the amount that could be used effectively. The 
only limit lies in the ability of our Government and its allies to convert the steel into the 
necessary forms for war use, and that ability is constantly growing. This fact constitutes 
the fundamental basis for the strength in the steel stocks, which bids fair to continue. 

While the taxation program is still uncertain, enough progress has been made to 
show that early fears of the confiscation of dividends were groundless. Under any of the 
proposed plans, the earnings of the principal companies doing work connected with the 
war will be liberal enough to permit the maintenance of current dividend rates and leave 
a substantial surplus after dividends. 

We believe that prices, broadly considered, are likely to show improvement. There 
will be a general desire to see a satisfactory market during the Loan campaign and bank- 
ing interests will do what they can to help the money situation. We expect a further 
advance and a broader market. 


August 27, 1918. 





Subscribers who would be interested in receiving more frequently our views as to the 
prospect for the market in general and for individual securities are referred to page 7a, 
advertising section. 


























Secrets of Invested Capital 


Tangible Assets as Revealed. by the War-Tax Reserve— 
Real Versus Book Values 





By BENJAMIN GRAHAM 





HE War Revenue Act of last Oc- 
tober established certain rela- 
tions between the Invested Capi- 
tal, the Net Earnings and the 

ibaaies Profits Tax of a corporation, so 

that if any two of these elements are 
known the third can be deduced from 
them. Consequently in those cases 
where a company has accurately reported 
its earnings and tax reserve, a set of 
formulae can be employed to determine 
what figure it has used for its Invested 

Capital in making its tax return. 

Needless to say, the Capital reported 
to the Treasury Department is often very 
different from that-shown in the balance 
sheet. The published valuation of a com- 
pany’s plant account will rarely reflect its 
original cost, but includes usually un- 
stated amounts of a commodity variously 
termed “good will,” “intangible assets,” 
or simply “water.” But the Invested 
Capital figures we obtain from the War 
Tax Reserve are based upon the actual 
cash outlay and thus enable us to deter- 
mine the tangible asset value of the pre- 
ferred and common stock. 

Before considering the individual is- 
sues it might be well to discuss the im- 
portance of the information we are seek- 
ing. 

Only a few years ago the average in- 
dustrial common stock was little more 
than a vehicle for speculation. Its market 
price was determined primarily by man- 
ipulation. The only factors of intrinsic 
worth that received any consideration 
were current earnings and future pros- 
pects. It was taken for granted that the 
issues had little or no tangible value; the 
exact amount of water in the capitaliza- 
tion was of small importance; and it 
made little difference whether the good 
will was plainly stated—e.g. as by Good- 
rich—or concealed in the plant account 
as in the case of U. S. Rubber. 


Importance of Tangible Values 
But the war has rapidly been trans- 
forming these out and out speculations 
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into semi-investment and even pure in- 
vestment issues. Hence the public is 
gradually coming to apply investment 
standards to determine their value, and 
the question of their tangible asset back- 
ing is finally: assuming considerable im- 
portance. A dozen times a year we are 
regaled with analyses of U. S. Steel 
Common’s tangible asset value, showing 
that all the pristine water has been care- 
fully evaporated and replaced by “bricks 
and mortar.” The Goodrich balance 
sheet is now eagerly scrutinized to find 
out what progress is being made towards 
substantiating the once completely 
etheral common, 

There are many circumstances to jus- 
tify the newly awakened interest in tan- 
gible values. The most obvious of these 
is the tax law which differentiates 
sharply between real and imaginary as- 
sets, penalizing water heavily through 
higher levies. But this is only one as- 
pect of the whole fabric of government 
control, which in fixing prices and com- 
pensation looks behind the balance sheet 
figures to the actual cash investment in- 
volved in each enterprise. 

A perhaps more important element is 
also involved. With the largely in- 
creased capacity of our plants we may 
eventually enter a period of severe com- 
petition in which profits will be restricted 
to a reasonable return on the value of the 
producing assets. 

For these reasons the question of real 
capital invested must be differently re- 
garded than in 1912. It is no longer a 
matter of slight importance that Good- 
rich reveals and U. S. Rubber conceals 
the tangible value of its common stock. 
Whatever clues the 1917 Tax Reserve 
can afford us towards securing such in- 
formation should therefore be entitled to 
due attention, even if in some cases they 
be incomplete or approximate. We pro- 
pose, therefore, to work backwards from 
the Tax Reserves of leading industrials, 
to see what we can learn therefrom as 
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o the tangible value of their common 
stocks. 

Lack of space prevents a complete 
exposition of the mathematical process 
involved in determining the Invested 
Capital, so that only a few of the more 
important points can be touched on here. 
Since the typical Tax Reserve represents 
the sum of the Excess Profits and 6% 
Income Tax, it is first of all necessary to 
separate these two elements—as is done 
in the formulas herewith (the accuracy 
of which can easily be verified by prac- 
tical tests.) 


number of important companies, the 
amount of good-will included in their 
assets, and finally the tangible value of 
the common stock as of December 31st 
last, compared with the present market 
price. The steel and equipment issues 
are omitted from this table since they are 
reserved for treatment in a subsequent 
issue. It must be remembered in connec- 
tion with our results that their accuracy 
is directly dependent upon that of the 
Tax Reserve as published by the com- 
pany considered. In cases where a larger 
reserve than necessary has been set aside 


Ce ,..—————————————————_———_=— 


FORMULA A 


Excess profits tax= 


100Xtotal tax—6X net income 





94 








In formula A we have two known 
factors—the Net Income and the Ex- 
cess Profits Tax—from which the un- 
known quantity (Invested Capital) re- 
mains to be determined. For this 
purpose a series of five formulas 
have been constructed, correspond- 
ing to the five “brackets” or rates of 
tax,—varying from 20% to 60%. In 
the case of General Electric for example, 
which reaches the 35% rate, formula 
B is employed: 


—for conservative or other reasons—the 
invested capital will accordingly appear 
smaller than it really is. For this reason 
companies stating their tax reserves as 
an exact figure admit of more accurate 
treatment than those publishing a round 
or approximate amount. 

In view of the references in the above 
paragraphs it is perhaps natural that we 
devote some space to the asset value of 
U. S. Rubber common. According to 
our computation the $130,000,000 plant 








FORMULA B 


Invested capital— 


3500 net income—10,000 excess profits tax 





In this instance, the exemption evi- 
dently stands at the maximum,—9%. 
Where the pre-war profits fall some- 
where between 7% and 9% of the Cap- 
ital, the exact rate of exemption must be 
determined by trial and error. Readers 
interested in checking over results can 
easily do so by applying the proper rates 
of tax to our figures for Invested Capital 
given herewith. The Excess Profits and 
Income Tax levies thus obtained will be 
found to correspond almost exactly with 
the company’s stated Tax Reserve. 


Method Employed 


With this article appears a table 
showing the invested capital of a 


275-+-20 exemption 








account on December 3lst, 1916, con- 
tained practically $70,000,000 of water— 
an amount equal not only to the entire 
common issue, but to half the pre- 
ferred stock as well. The accumulated 
surplus, however, had created a dollar 
for dollar backing in tangible assets for 
the preferred and about $20 per share of 
real value for the common. The 1917 
earnings have since raised this value to 
$30 per share. 

These figures are startling and may 
well be challenged as inaccurate. It hap- 
pens that they are substantiated by fig- 
ures contained in the official circular de- 
scribing the U. S. Rubber 5% bonds sold 
in 1917. The appraised value, as of Oc- 
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tober 31, 1916, of the tangible assets 
securing the $60,000,000 issue is here 
given as $124,000,000. In other words, 
the margin of tangible assets for the 
common and preferred stocks was only 
$64,000,000—leaving but $2,000,000 or 
$6 per share for the common. These 
figures are even less than our own—the 
difference being accounted for partly by 
our inclusion of the earnings from Oc- 
tober 31, 1916, to the end of that year. 
With this adjustment made the two ap- 
praisals are close enough to indicate the 
substantial accuracy of our method. 


than $120. In this case, however, the 
market price has more than kept pace 
with the growth of tangible assets—an 
exception to the general rule, explained 
by the strong technical position of the 
issue. 

National Enameling & Stamping af- 
fords another example of the influence 
of recent prosperity on tangible values. 
We find that about one-third of the plant 
account —i.e. $9,700,000 — represents 
good-will, and that therefore the asset 
value of the common in 1914 was about 
$60 per share. Since then over $40 per 


Approximate Tangible Asset Values of Industrial Common Stocks as De- 
termined from Their War Tax Reserves (Final 000 Omitted in Tabulation) 





Company 


“Invested Capital” 


ned 1917 
Before Taxes 


ital 
Permitted 


— Cap 
ucting 


Allowance for Goodwill) 
Value of Common 
Dec. 31, 1917 


Property Account 
Present Market 


(De 

Book Capital 
Dec. 31, 1916 
Good-will 
Concealed in 
Tangible Asset 
Value of 
Common 


Tan 





$48,000. 
_, 
35700, 
76,000 
58,700. 
46,000 
145,000 
65,300 
11,200 
25,100 
80,200, 
12,600, 
22,430 
90,000 
36,100 


American Can .... $18,000 
Am. Smelt. & Ref.. 23,931 
. Woolen 14,126 
Central Leather .. 22,250 
Corn. Products Ref.. 14,850 
General Chemical . 
General Electric .. 
rich . . 
Nat’! Cloak & Suit. 
Nat’l Enameling .. 
Sears, Roebuck ... 
Underwood Type... 
U. S. Ind. Alcohol. 
U. S. Rubber 
Virginia Car. Chem. 


10,775 
34,193 
12,794. 
2,570 
5.345 
19,002 
3,027, 
12,350 
18,800 


10,885. est. 2,500 


It turns out finally that Goodrich—de- 
spite its $58,000,000 of acknowledged 
good-will—has a greater tangible asset 
backing per share than U.S. Rubber. In 
1913 this value was practically nil. It 
has since grown to $45 per share and is 
now equal to the market price of the 
issue. 

The Case of U. S. Alcohol 

A very similar development is shown 
by U. S. Industrial Alcohol, which ap- 
parently has included in its property ac- 
count good-will to the full amount of the 
$12,000,000 common stock. Consequently 
at the outbreak of the war the junior is- 
sue had a tangible asset value not exceed- 
ing $20 per share, which three years of. 
prosperity has since increased to no less 


, $93,500 
adj.167,000, 
71,400. 
93,400, 
92,880, 
46,000 
135,600 
49,300. 
8,000, 
29,985, 
60,000 
10,100 
30,500, 
140,000 
62,400, 


See 


share has been added to surplus and re- 
serves, so that the common has today a 
dollar for dollar backing in tangible as- 
sets, 

In a recent article on American Smelt- 
ing & Refining in THe MAGAZINE OF 
Watt Srreet, the original amount of 
water in its capitalization was referred 
to as an unknown quantity of large pro- 
portions. The War Tax Reserve en- 
ables us to determine an approximate 
valuation of these intangible assets, 
which according to over computation 
must have amounted to about $50,000,- 
000, or the entire amount of the original 
common. Substantial profits have accu- 
mulated since those early days, however, 
and the writer would now set the real 
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asset value of “Smelters” as nearly $85 
per share—somewhat above its present 
market price. 


American Can 


On the other hand, the Tax Reserve of 
American Can, if reliable, would place 
the company in a class with U. S. Rub- 
ber from the standpoint of fluid ingredi- 
ents. Our formulae result in an Invested 
Capital of only $48,000,000, which would 
probably include a permitted good-will 
allowance of 20% of the stock issues or 
$16,500,000. This would leave but 
$31,500,000 of tangible capital, against 
a book capital and surplus of $93,- 
500,000—a small discrepancy of $62,- 
000,000. Such a mass of water, if 
actually present, would have acounted 
for not only the entire common stock, 
but half of the preferred issue as well. 
Against this handicap the accumulated 
surplus has been able to make little 
headway. The tangible value of the pre- 
ferred is now about $90 per share and 
no solid value has yet been created for 
the common. Of course, this analysis 
would be too severe in proportion as the 
company has over-stated its tax reserve, 
which it presents as the round sum of 
$6,000,000. But admitting that our re- 
sults are merely approximate, it is evi- 
dent that the original promoters of 
“Can” possessed exceptionally liberal 
views on capitalization—a fact which 
undoubtedly has been one of the prime 
causes of the aversion show by investors 
to the securities of this company, like 
those of U. S. Rubber, in the past. It 
remains to be seen whether the large 
earning power recently developed will 
succeed in overcoming what once was 
certainly a well-founded prejudice. 

It will be noted from our table that 
American Woolen is credited (or debit- 
ed) with a good-will item of $19,500,000 
—almost equal to the entire common 
issue. The same is true of Corn Pro- 
ducts Refining, which the war has at last 
enabled to cope with its $50,000,000 bur- 
den of intangible values. Even Central 
Leather reveals about $32,000,000 of 
good-will—$80 per share of common— 
which large surplus earnings have since 
replaced by tangible assets. ° 

Those companies which report the 


amount of their good-will in their bal- 
ance sheets generally appear to have 
based their tax return on an Invested 
Capital corresponding very closely with 
their book capital. Examples are Sears 
Roebuck, which on December 31st last 
had a tangible asset value for the com- 
mon of $90 per share,—also National 
Cloak & Suit, Underwood Typewriter 
and Goodrich. 


Gradual Elimination of Water 


Two companies in the list have no 
good-will stated in their balance sheet 
and none concealed in their property ac- 
count. .As might be expected, these are 
General Electric and General Chemical,— 
the aristocrats of the industrial group, 
with an investment rating established 
long before the war. An interesting de- 
tail crops up in connection with General 
Electric. The company’s book capital 
and surplus on December 31, 1916, was 
$135,000,000 but its tax reserve indicates 
an Invested Capital of about $145,000,00. 
Evidently the company had understated 
its assets in the balance sheet by about 
$10,000,000—a truly exceptional case. 
But in order to take full advantage of the 
Invested Capital provisions of the War 
Revenue Act, the company has found it 
desirable to bring these hidden assets to 
light, and for this purpose created the 
Special Reserve of $12,000,00, which has 
given rise to so much comment among 
the followers of the stock. 

If these results are viewed as a whole, 
the striking fact is not so much the large 
quantities of good will concealed in the 
plant account, but the extent to which 
most companies have succeeded in replac- 
ing this original water by real assets, and 
in creating a foundation of solid value 
for their junior issues. The public has 
long had a general idea as to which com- 
panies were over-capitalized and which 
have been most successful in remedying 
this defect. But the question of tangible 
value has now assumed far greater sig- 
nificance than ever before because of the 
gradual progress of many of these issues 
into the investment class. The foregoing 


investigation—while to some extent ap- 
proximate in its results—should provide 
a certain amount of definite information 
on this highly important question. 
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Security Markets After the War 


What History Teaches of Post-War Periods—The Return 


of Confidence—Outlook for 


Different Classes of Securities 





By GEO. E. 


BARRETT 





HE public is vitally interested in 

the influence which “after the 
war” conditions may have on se- 
curities now outstanding. This 
question is closely connected with the 
probable demand for and supply of se- 
curities after the war. 

It is generally conceded that a vast in- 
crease in the number of bond buyers 
brought about by the educational work 
carried on by the Government in placing 
the Liberty Loans will ultimately increase 
the demand for investment securities. The 
people will not easily forget their lesson 
in thrift, saving and investing. Vast 
sums released through the repayment of 
the Liberty Loans after the War, should 
also have a pronounced effect on the vol- 
ume of funds available after the war. 

History shows that after such read- 
justment periods following great wars, 
the investment markets follow a course 
quite parallel to that after a great panic 
or commercial depression, brought about 
by conditions other than war. As the 
storm passes, confidence gradually re- 
turns. This is reflected first, by the in- 
creased demand for high grade securities 
and in time the demand increases for 
other classes of securities. Gradually 
full confidence is restored and a period 
of even greater prosperity than that 
which preceded the previous storm, 
ensues. 

No attempt is here made, however, to 
predict the general conditions which will 
prevail immediately after the war. It 
seems that a great demand for investment 
securities must ultimately arise although 
it may be delayed by a readjustment pe- 
riod following peace. 

A rise or fall in the prices of invest- 
ment securities would principally reflect 
the general conditions affecting the de- 
mand for such issues. However, the fac- 
tors surrounding each particular class of 
security will influence the market prices 
in that group. 

Perhaps the most important of these 








factors are those relating to the volume 
of securities offered for sale. The de- 
mand for new capital will govern the 
output of securities of various classes. 
For convenience each group will be dis- 
cussed under separate headings. 

The reader must distinguish between 
new issues and refunding issues. The 
former represents new drafts on the in- 
vestment funds of the country whereas 
refunding operations merely represent 
the sale of a new issue of securities to 
one group of investors to provide funds 
to pay off the maturing securities held 
by another group. 

In this connection it is pointed out that 
there will necessarily be a large volume 
of refunding operations after the war to 
take care of the short-term securities now 
being offered to the public. 


Government Bonds 


With the cessation of hostilities the 
warring nations will find themselves with- 
out the necessity of borrowing to main- 
tain war. Peace has always helped the 
credit of the victorious nations and there- 
fore as peace corhes into view an ad- 
vance in the market price of the bonds 
of the victors is to be expected. 

It is believed by many that our Allies 
will repay their loans to this country more 
promptly than expected while on the 
other hand, it is believed by others that 
this country will cancel the debt of its 
Allies to itself. In any event, there will 
be many problems for the readjustment 
of the debts of warring nations not least 
of which will be the refunding of the 
short term loans into long term issues. 
This will permit their retirement over a 
longer priod of years so that the annual 
taxes on account of amortization of the 
debt may be borne by the people without 
destroying the economic capacity of the 
countries. 

There may be some defaulting and 
cancellation of loans on the part of the 
Central Powers who wil) not only be 
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crushed by defeat but who will suffer 
from methods of financing adopted dur- 
ing the war deemed wholly unsound. 


While the governments of the world 
may do a large volume of refinancing, 
there will be no appreciable increase in 
the demand for new capital, as refunding 
operations merely consist of a shifting of 
capital. In fact, it is to be expected that 
within a short time they will effect a 
substantial reduction of their outstanding 
debts. While there will be a great deal 
of buying and selling of government se- 
curities in the period after the war, it will, 
in reality, represent a shifting of invest- 
ments and should not result in increasing 
the demand upon the investment funds 
of the country. 


Municipal Bonds 


There are a number of reasons why 
there should be a substantial demand on 
the part of municipalities for capital after 
the war. In the first place, municipalities 
are being required to restrict their ex- 
penditures for improvements because 
new security issues are not receiving the 
approval of the Capital Issues Committee 
unless they are for absolutely essential 
purposes. Plans for spending money are 
thus accumulating. 

Secondly, with the return of our 
armies to civilian pursuits, there will be 
the popular demand upon every com- 
munity throughout the country to start 
up some public work to give profitable 
employment to these men. Today, the 
young men are being drawn to the armies 
from every city, town and hamlet 
throughout the country under the broad 
democratic principles of the draft law. It 
is but natural that when these young men 
return covered with the glory of the 
battlefield there will be a prompt willing- 
ness upon every hand to assist in restor- 
ing their economic standing in civilian 
ile, 

While the demands of the Government 
for new capital will substantially cease 
after the war the repayment of the war 
loans will require the maintenance of a 
high rate of taxation for many yéars. 
(his must inevitably redound to the sub- 
stantial advantage of tax exempt securi- 
ties. Municipal bonds enjoying the tax 


exempt privilege in the after-the-war 
period, while high rates of taxation are 
prevailing, should be a popular type of 
investment. Both an increased demand 
for and supply of these securities should 
follow the war. 

Railroads 

Next to Government and Municipal 
securities Railroad issues have com- 
manded the leading position in the field 
of investment securities in this country. 
Within recent years, however, the popu- 
larity of these securities has been de- 
clining. 

What is to be the condition of the rail- 
roads after the war in respect to their 
demand upon the investment capital of 
the country? It is generally known that 
during a receivership a railroad property 
is generally so improved and in some re- 
spects so well maintained that when the 
property is returned to its owners it is 
often found that it can be operated at a 
very low operating ratio. The money 
ordinarily paid out in interest or divi- 
dends is expended on the properties. 

Under the act by which the Govern- 
ment acquired control of the railroads of 
this country, it is provided that they will 
not be returned to the owners until 
twenty-one months after the war. 

While during the war it is improbable 
that the Government will expend any 
more than necessary to maintain the 
operating efficiency of the railroads, it 
is probable that after the war and before 
the return of these roads to their former 
owners, the Government will put them 
in excellent operating condition. It is 
believed that the Government has ample 
power to do this. 

Of course, by the time the period for 
Government control has expired it is 
possible that the roads will not be re- 
turned to their former owners. If re- 
tained by the Government, it is possible 
that some new form of Government part- 
nership will be devised to represent a 
status between absolute Government 
ownership and absolute private owner- 
ship. In such an event it is possible that 
the Government may build some new 
lines of railroad to facilitate the most 
economic transportation of freight, and 
with a view to military strategic purposes. 
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Perhaps the Government may be urged 
to initiate railroad capital expenditures 
for the same reasons that municipalities 
may advocate public work, namely, to in- 
crease the opportunities for the employ- 
ment of the men returned from the 
Army. 

A fair conclusion would seem to be 
that, if the railroads are returned to pri- 
vate ownership after the war, they will 
be in such condition as not to require new 
funds in any vast amount and may not, 
therefore, be considered as the principal 
source of demand for new capital after 
the war. On condition that the Govern- 
ment continues its interest in the rail- 
roads, it is pointed out that there may 
be a new type of railroad security to be 
“ffered in a large amount after the war. 
In such an: event, it is probable that these 
‘securities would command the most 
favorable attention of the investing 
public. 


Public Utilities 


There is much heard these days of the 
probability of Government control of the 
public utilities of the country if the war 
should continue. We have recently seen 
the telephone and telegraph lines taken 
over, but to make predictions in this 
connection would be futile. It is gen- 
erally ized that the relief expected 
from the War Finance Corporation in 
the matter of caring for the maturity 
obligations of public utilities and for im- 
portant capital expenditures to provide 
additional capacity has not been received. 

They have limitations for the charges 
for their services and are suffering from 
rising costs of materials and labor. 

Substantial relief must be granted to 
utilities throughout the country in the 
matter of authority to increase rates for 
services. 

Undoubtedly the future will be a mixed 
situation depending largely upon the atti- 
tude of local communities towards their 
public utilities. This in turn will some- 
what depend upon the attitude of the 
companies towards their communities. In 
no case is it probable that a community 
will allow an excessive profit on the in- 
vestment in utilities, whereas there are 
many communities where an effort is in 
evidence to lay restrictions and additional 


burdens upon the local utilities even to 
the point of practical annihilation of their 
profits. As respects the great body of 
utilities throughout the country, it is 
probable that capital may expect fair 
treatment. 

New uses for electricity are being 
found almost daily, and the expansion 
of the known uses for electricity are go- 
ing forward so rapidly that these com- 
panies may be expected to expand after 
the war and a substantial demand for 
new capital from these sources may be 
expected. Their securities should con- 
tinue to enjoy favorable prestige with 
the public. However, there is no reason 
to expect any increase in the issuance of 
the securities commensurate with- the 
probable expansion in the supply of sur- 
plus funds for investment in the after- 
the-war period. 


Industrials 


This group of securities embraces 
those issued by agricultural, mining, man- 
ufacturing, trading, commercial and 
shipping corporations, and generally 
speaking all those not covered in the 
previous discussion. 

Until recent years industrial corpora- 
tions have not appealed to investors for 
capital, their securities being considered 
more suitable to the business man who is 
able.to take greater risks than the aver- 
age investor. Such securities therefore 
generally took the form of capital stock 
representing in a sense a partnership in- 
terest in the business enterprise, and giv- 
ing the purchaser an opportunity to share 
in the profits in return for the greater 
risk. 

Within recent years industrial cor- 
poratiops have issued a large volume of 
investment securities in the form of both 


“bonds and preferred stocks and many of 


these securities rank among the prime 
investment securities now outstanding in 
this country. 

It would appear that after the war in- 
dustrial securities will be issued in large 
volume if the optimistic view of business 
conditions is realized. A period of ex- 
pansion will require an increase in cer- 
tain lines of production, which will re- 
quire additional capital. Aside from in- 
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creased production as a source for in- 
creasing the demand for capital, we must 
also take into account the demand for 
capital to increase the efficiency of pro- 
duction now being carried on. 

No attempt will be made to specify 
particular lines in which we may look 
for increased production nor need sug- 
gestion be made as to particular instances 
where capital may be required to in- 
crease efficiency. 


New Demands for Capital 


Special mention, however, must be 
made of a development of a new source 
of demand for capital which it is believed 
will be a formidable factor in the capital 
market after the war. Reference is made 
to the probable exploration and develop- 
ment of the raw materials and natural 
resources of South America, Africa, Asia 
and the other natural storehouses of the 
world, 

One of the greatest factors in the de- 
velopment of America has been the vast 
amount and great variety of its natural 
resources. Through the application of 
labor to these resources and the furnish- 
ing of transportation, it has been possible 
for America to make the great profits 
which have enabled it to develop its in- 
dustrial, commercial and financial power. 

We have been cashing in on our na- 
tural resources. Through the application 
of five or ten cents in labor and trans- 
portation we have produced and sold a 
pound of copper worth fifteen to twenty- 
five cents. Through the application of 
thirty to fifty cents worth of labor and 
transportation to our Western farm 
lands, we have produced and sold a 
bushel of wheat at sixty cents to one 
dollar representing a cashing in of from 
thirty to fifty cents of the natural salts 
and fertility of our soil. 

Instead of exporting our raw steel and 
cotton to Europe to be returned to us in 
manufactured articles, it is probable in 
the future that America will add more 


of her own labor to her raw materials 
and export proportionately greater 
amounts of finished manufactured ar- 
ticles than heretofore. 

Some of the countries of Europe are 
importers of raw materials and exporters 
of finished products which in effect 
means that they are exporting and selling 
the labor of their people and do not even 
produce the raw materials to which they 
add that labor. It seems probable that in 
the future with America using propor- 
tionately larger amounts of her raw ma- 
terials for production in the finished ar- 
ticles, that the countries which import 
raw materials will look elsewhere for 
their supply. 

With the opening up of the vast sup- 
plies of raw materials in foreign coun- 
tries requiring principally an investment 
in railroad and other utilities it is prob- 
able that American capital will find both 
a large and profitable field. 


Conclusion 


Opinions differ as to the probable 
course of the security markets after the 
war. The general trend will be the re- 
sult of the meeting of the many factors 
affecting the supply of and demand for 
securities. 

The opinion that prices of purely in- 
vestment securities will rise after the war 
seems well supported, although a period 
of advancing prices may be delayed dur- 
ing the period of readjustment of labor 
and production incidental to peace. The 
total of such securities coming on the 
market is certain to diminish greatly, in 
view of the fact that the government is 
now selling more bonds each year than 
the entire amount of new securities an- 
nually issued before the war. In an era 
of prosperity funds for investment will 
be abundant. The outlook for invest- 
ment securities is bright, and with confi- 
dence in victory, optimism over'the future 
investment situation is fully justified. 


A big truth is all the bigger when told in little words. 





LIBERTY BOND DEPARTMENT 








The Purpose of this Department 


HE world’s greatest investment security today is the Lib- 
erty Bond. 
& Never was a bond backed by such unlimited men, 
money, power and resources. Never before was the hope of the 
world bound up in a bond. 

Seventeen million people were never before known to put 
their money into a single issue to the aggregate of $4,170,- 
000,000. 

Yet this fraction of the American people is without a com- 
mon meeting place where ideas may be exchanged and informa- 
tion gathered and disbursed for mutual benefit. 

One writer estimates that not over 350,000 of the Liberty 
Bond buyers ever owned any kind of a bond, before the United 
States entered the war. 

In the interest of the other 16,650,000 nephews and nieces 
of Uncle Sam who are just beginning to learn the art of investing 
in bonds, we will in this department prepare and present news, 
views, facts, figures, opinions, prospects and possibilities related 
to Liberty Bonds and answer questions about them. 

One of our important missions will be to correct the false 
ideas of many persons who do not understand how to handle their 
Liberty Bonds, so as to get the best results. Many are being 
imposed upon by unscrupulous persons; are ignorant of the real 
market; the collateral value; the advantages or disadvantages of 
converting into the later issues; how to borrow or sell if they 
must. 

‘Readers of THE MAGAZINE OF WALL STREET make up a 
large percentage of the former comparatively small bond-buy- 
ing public, and we ask their co-operation, in placing reprints of 
this department in the hands of those who need it most. 

Knowing from your own experience, the educational value 
of our work, will you not send us the names of your fellow 
Liberty Bond holders or ask us to forward to you (gratis) dupli- 
cate copies of these pages which you can distribute among your 
own circle? 

And will you not lend us your kindly assistance in the way 
of suggestion and constructive criticism? Thus, we can jointly 
develop this feature into a sturdy little helper in the cause of 


Liberty and its Bond Holders. | 
RICHARD D. WYCKOFF. 
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What Your Liberty Bond Pays You 


Current Income From It—Yield If Held to Maturity— 
Why the Yields of the Several Issues Differ 





By WIELIAM T. CONNORS 





OU didn’t buy your Liberty 
Bonds with an eye to the interest 
you would get on your money— 
you bought them to keep the 

United States from being, some time or 
other, turned into a second Belgium. 

At the same time you have a natural 
interest in what they yield you, and per- 
haps in what income you would get from 
them if you — more at the current 
market prices. There are-a good many 
points connected with the income and 
yield of these bonds which the vast ma- 
jority of those who bought them have 
never thought of. 


Why the Difference in Prices 


A buyer of Liberty Bonds who is not 
accustomed to watch the markets is sur- 
prised, when he looks at the paper, to 
see that the different issues are selling at 
all sorts of prices from 93 and a fraction 
up to 102. All of them are obligations 
of the United States—the best and 
security in the world. Why should not 
all of them sell at 100 or above? : 

The reason is because market prices 
are made by individual sellers. When the 
U. S. Government needs the money, you 
buy its bonds at 100 without much 
thought about how much interest they 
will pay you. That is patriotism. But if 
Bill Jones gets tired of carrying his Lib- 
erty Bond and wants to sell it to you, 
you have no special feeling of patriotism 
towards Bill. Before Pa make him an 
offer you sit down and figure whether you 
will get as much interest in that way as 
you would in some other. ; 

The prices of Liberty Bonds quoted in 
the New York market represent the sales 
made by thousands of Bill Joneses, and 
the buyers of these re-sales pay, not what 
the Government needs, but what they 
figure they can afford to pay compared 
with other investments. 


A Higher Income and Yield 
The result is that, at the current 


quoted prices for all but one kind of 
Liberty Bonds, the buyer gets a better 
income than the regular rate of interest 
~ pay. 

distinction has to be drawn between 
income and yield. The current income 
on your Liberty Bond is the rate of in- 
terest on your investment paid you yearly. 
For example, on a $100 4%% bond 
bought at par you would evidently get 
$4.25 a year. But if you bought the 
same bond for $95 you would get a re- 
turn of $4.25 on the $95, or at the rate 
of almost 44%4%. That would be the rate 
of current income. 

But if you hold the bond until it ma- 
tures you will get $100 for it, or $5 more 
than you paid. So for the entire period, 
taken as a whole, you will get a rate of 
4%2% plus $5, which averages out more 
than 444%—in fact, on a ten year bond, 
it would raise the rate to about 47%%. 
The yield, then, is 444%. (This subject 
of bond yields is more fully explained in 
the article entitled “A B C of Bond Buy- 
ing” in this issue.) 

The yield depends in part on the time 
the bond has to run. For example, for 
the $5 just mentioned you would have to 
wait ten years, losing the interest on the 
$5 which you might have had if you got 
the $5 now. So it would not be worth 
$5 to you right now. And if you had to 
wait 20 years for it, it would be worth 
still less to you now. All this enters into 
the question of yield. 

All of the Liberty Bonds except the 
last issue—the Third 4%4s—have “op- 
tional maturities”; that is, the Govern- 
ment can pay off the First Liberty 3%s, 
whether converted into 4s or 4%s or 
not, any time it chooses between 1932 
and 1947. And it can pay off the Second 
Liberty 4s and the Second Converted 
4%s any time from 1927 to 1942. So 
the yield will vary a little according to 
when the Government pays off the bonds. 

In the table with this article I have 
figured out the current income on all the 
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Liberty Bonds, along with the yield to 
the earliest maturity and to the latest 
maturity. 

A Yield of Over 5% 


There are a number of things in this 
table that will surprise nearly all inves- 
tors. For one thing, there is one yield 
shown of over 5%—that on the Second 
Converted 4%s, in case they are paid off 
in 1927. You will remember that Liberty 
Bonds are entirely free from taxes, on 
income or otherwise (except estate and 
inheritance taxes), up to holdings of 
$5,000 for anybody ; also they are all ex- 
empt from the normal income tax, which 
lets out practically all small investors. A 
yield of over 5% on such a bond as that 
is decidedly attractive. But of course 
these bonds may not be paid off in 1927. 
If they run to 1942 the yield would be 
4.67%, which in itself is not so bad, when 
free of taxation. 


First 334s, due 1932-1947 .........--.eeee0s 
First Converted 4s, due 1932-1947.......... 
First Converted 4%s, due 1932-1947........ 
Second 4s, due 1927-1942.............2000: 
Second Converted 4%s, due 1927-1942...... 


Third 4%s, due 1928 


wee eee eee eee eee) 


Nearly every one knows that the rea- 
son of the very low yield on the First 
3%s is that they are free from all in- 
come taxes, for large incomes or small. 
The result is a special demand from peo- 
ple who have big incomes, placing the 
bond in a class apart from the other 
Liberty Bonds. 

It will be noticed that the First Con- 
verted 4s and the Second 4s yield less 
than the three different kinds of 4%s. 
This is because the 4s are convertible 
into 4%s and presumably practically all 
of them will be so converted. For that 
reason also you will see that the First 
Converted 4s sell at almost the same price 
as the First Converted 4%4s, and the 
Second 4s sell at the same price as the 
Second Converted 4%s. Both these 4s 
may be changed over into 4%s at any 
time up to next November. 





Liberty Bond Incomes and Yields 








Varying Yields on the 4%4s 


The issue that the investor of ordinary 
income should hold or buy is the 4%4%. 
But why, it may be asked, do the Third 
4\%s sell to yield 4.85% while the Second 
Converted 4%s yield only 4.67% and 
the First Converted 4%s yield only 
4.62%? For it will be remembered that 
these yields are already calculated to al- 
low for the effect of the different matur- 
ities on the income received. 

The principal reasons are that the 
Third Loan was not only the largest but 
also the most recent. There are more of 
these Third Liberty Bonds in the hands 
of the public, and a shorter time has 
elapsed in which they can be shifted 
around into the hands of persons who are 
able to hold them permanently, conse- 
quently it is quite natural that more of 
them should be offered for sale. Still 
another reason is that the Third Loan 


Yield to Yield to 


Current Current Earliest Latest 
Price Income. Maturity Maturity 
102.20 3.42% 3.30% 3.38 % 
94.04 4.25 4.58 4.36 
94.16 4.51. 4.82 4.62 
93.84 4.26 4.83 4.44 
93.86 4.53 5.10 4.67 
95.44 4.45 sie 4.85 










was more widely distributed than the 
First or Second. There were about 
17,000,000 different subscribers, against 
9,500,000 for the Second and 4,500,000 
for the First. 


There is probably a fourth reason 
which has some effect. A very large 
proportion of the owners of Liberty 
Bonds never bought a bond before and 
are not accustomed to figuring bond 
yields. It is likely that a great many of 
them are measuring the value of their 
bonds by the current income rather than 
by the true yield; and since the First and 
Second Converted 4%s are selling below 
the Third, their current income is neces- 
sarily a shade higher. This probably has 
some effect in counterbalancing the in- 
fluence of their lower yield. 
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Prospects for Increase In Liberty 
Values Bond : 


When They Should Sell On a 3%% Basis—Analogy of 
Napoleonic and Franco-Prussian Wars—America’s 
Great Outlook 





S) N one of the circulars which a 
bd New York agency of Jay 
Cooke and Company put out 
in the fall of 1863 to advertise 
an issue of Civil War bonds, there oc- 
curs this sentence: 

“It will soon be beyond their reach 
and advance to a handsome premium, 
as was the result with the ‘Seven-Thir- 
ty’ Loan when it was all sold and could 
uot longer be subscribed for at par.” 

A year or so later the bonds offered 
through that circular reached 114. At 
the end of the war they were at 112. 
In 1868 they hit 118%. In the follow- 
ing year they were quoted at 125%. 
The premium of $12 was earned by in- 
vestors in 1865, when the United 
States had incurred an indebtedness of 
one-ninth of its total wealth. Today, 
with resources estimated by some au- 
thorities at 220 billions and by others 
at 250, the nation has some ten billions 
of Liberty Bonds. The ratio of war 
bonds to wealth is 1-25. 

The question is: Will there be a 
premium on Liberty Bonds when the 
war is over? 


Higher Rates in Civil War 


The Government had to issue its 
Civil War securities at much higher 
rates than it does in these days. The 
average interest for the earlier period 
was 6%. In 1864, however, as result 
of various financial factors, the return 
in some cases was 12%. The rates re- 
flected the straits of the Government in 
those days. Today the Government 
pays 44%. The credit rating of the 
United States must be taken into con- 
sideration whenever the ultimate worth 
of Liberty Bonds is under discussion. 

The tremendous campaigns of pub- 
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licity that have been and are being’ 


waged in every part of the United 


States, insular and continental, have 
resulted in public attention being 
drawn most insistently to the value 
of Government bonds. People are be- 
ing educated to the advantage of be- 
ing shareholders in the national busi- 
ness. 

The public will retain its interest in 
Government bonds long after the war, 
and there will be steady commerce and 
investment in them. A broad, healthy 
masket will continue to be operated. 
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During the Civil War, Government 
bonds were sold by a head agent, Jay 
Cooke, assisted by many brokers and 
bankers in all parts of the country. 
As noted above, his agents sometimes 
made representations in their circulars 
regarding the peace value of the bonds. 
There is nothing in the Treasury De- 
partment circulars describing Liberty 
Loans that bears upon the profits to be 
reaped by subscribers. The Govern- 
ment has put its war policy upon so 
high a plane that arguments of this 
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character are out of place. Without 
having to advertise Liberty Bonds as 
great bargains the Government has dis- 
tributed ten billions of them in a 
twelve-month. 


Value After the War 


It has remained for private firms 
to figure out the value of Liberty Bonds 
at the close of the war and thereafter. 
Calculations from this source are based 
upon the rate of interest that repre- 
sents the credit basis of the United 
States after the war.’ If 4% indicates 
that basis, then the 444% bonds of the 
Third Liberty Loan, and the 44% 
bonds obtained from the conversion of 
the First and Second Liberty Loans, 
are worth more than par. The same 
may be said of any bonds issued in the 
fourth and succeeding loans. They,too 
will draw at least 444%. (The un- 
converted bonds of the First Liberty 
Loan, which advanced beyond par a 
short time ago, need not be considered 
in the same class with the 444% on ac- 
count of different tax features _) 

But is it true that 4% will guage 
the credit of the Government after the 
the War? The Government did its fi- 
nancing at a much smaller cost than that 
in the years preceding our entrance into 
the conflict. The interest rates on United 
States bonds ran from 2% to 4%. 
There was only one large loan at 4%, 
so the average would have been 24% 
or 3%. If the credit of the United 
States rests upon a basis of less than 
4% after the war, as these pre-war 
figures would seem to show, then the 
Liberty Bonds now outstanding and to 
be issued this fall may be worth more 
on account of the larger interest. 

Spiritualism could do a great service 
in this connection by getting an inter- 
view with the late James J. Hill on the 
value of Liberty Bonds. Hill once said 
that any man who “bears” the United 
States will go broke. 

In our May 11 issue Mr. William T. 
Connors presented a carefully written 
article on Government Bonds in War 
and Peace. We reproduce herewith 
two graphs which appeared with that 
1790 to 1825 and U. g 6s in the Civil 


War from 1861 to 1876. These graphs 
and the article are well worth studying 
at this time. It will be seen from the 
graph of the U. S. 6s that they rose 
from_a low of 83 in 1861 to a high of 
129 in 1876. It is out of the ques- 
tion that there would be any such ad- 
vance in the Liberty issues since they 
have not been put out at the heavy dis- 
counts as during the Civil War and 
have not shown anything like the de- 
cline of the issues of the 60’s. More- 
over during the period of the Civil War 
there was a real doubt as to whether 





BRITISH CONSOLS.IN NAPOLEONIC WARS | 











the North would survive the conflict 
and maintain the Government. The 
only question before this country today 
is not whether we will survive but how 
long it will take to humble the Huns. 


On a 342% Basis 


Before the war this Government’s 
credit was on about a 3% basis. On 
account of the amount of bonds issued 
it is likely to be some time before such 
a basis is again reached after the pres- 
ent war. But economists are agreed 





mememememeeeeeeeeeeeee eee 
PROSPECTS FOR INCREASE IN LIBERTY BOND VALUES 785 





that the wealth and assured future of 
the United States is such that within 
a comparatively few years we may ex- 
pect to see this Government’s credit on 
a 34%4% basis which would meah that 
the second 4%s ought to sell close to 
120. This statement is not the result 
of undue optimism. History shows 
that after the Napoleonic War there 
were many who regarded Great Britain 
as practically bankrupt and that after 
the War of 1870 there were pessimists 
who stated that it would take France 
a century to pay her debts and the 
German war indemnity. Both predic- 
tions proved to be very far from the 
truth. 

The United States has not dipped 
into its wealth to anything like the ex- 
tent that either Great Britain or France 
did in their great crises and our pros- 
pects for development after this war 
are, in the opinion of the writer, greater 
than any country has ever enjoyed in 
the history of the world. 

There can be not the slightest doubt 
but that the present holders of our 


Liberty Loans will live to see the day 
when they will be rewarded by not only 
that satisfaction which comes from hav- 
ing contributed to the country’s support 
in these great days but also by a very 
handsome market appreciation in their 
Liberty Loan securities, 








HOLD YCUR LIBERTY BONDS! 


_ The Associated Advertising Clubs are do- 
ing patriotic service in warning unsophis- 
ticated holders of Liberty Bonds to avoid 
get-rich-quick sharpers who would induce 
them to exchange their bonds for “securi- 
ties” promising a much greater return but 
most of which are worthless. The Asso- 
ciated Advertising Clubs have had a vigil- 
ance committee investigating this matter. 
A semi-officia: check-up showed that of 
thirty millions of Liberty bonds bought by 
the people of one county fully one-half had 
fallen into the hands of promoters, mostly 
of oil stocks. 

Those who had been made dupes of un- 
patriotic and dishonest tricksters are the 
very persons who need the safety that is 
assured by the government. If the holders 
cf Viberty bonds find themselves in sore 
need of ready money they should avoid 
dealing with strangers and consult estab- 
lished banks. 
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Liberty Bond Inquiries 





Convert Immediately 


Ques. I own a 10-25 year 4% Registered 
Liberty Bond, which I would like to have 
converted into a 44% bond. Advise me 
how I should do this. As I understand, 
this bond can be converted into a 44% only. 

Ans. Send your bond to your bank, or 
any National Bank in Nebraska by regis- 
tered letter. The bank will send you a form 
prepared by the Government and upon com- 
pletion, your bond will be converted and 
returned by your bank to you. All the 
banks in the country stand ready to help 
owners of Liberty Bonds. This is the safe 
and the correct way to handle Liberty 
Bond transactions. 

You are correct in your understanding 
that 4s can only be converted into 4%s. 
the 3%s can be converted into any subse- 
quent issue even at a higher rate. Inci- 
dentally, we advise conversion immediately. 

The Salesman Likes “Liberties” 

Ques. Give me some detail about West 
Virginia Midland Collieries. An agent here 
invites subscription for shares, with glow- 
ing prospects of dividend returns, and is 
particularly anxious to take Liberty Bonds 
in payment. 

Ans. If the prospects of Virginia Mid- 
land Collieries Company are so remarkable 
does it not seem strange to you that the 
company should be so anxious to sell the 
shares? The promoters and agents are in 
business to sell stocks, and it will not be 
an easy matter for you to find a buyer when 
you desire to sell. When this time comes 
you will probably hear less about its “glow- 
ing prospects,” which the agent explains 
now with such enthusiasm. The very fact 
that the agent is anxious to take Liberty 
Bonds is suspicious. Liberty Bonds are as 
good as cash, and even better, since cur- 
rency pays no interest. Under no circum- 
stances is a- holder of Liberty Bonds justi- 
fied in endangering his holdings by pledging 
them for shares of doubtful value. 


Tardy Bond Sellers 


Ques. My broker doesn’t deliver Liberty 
Bonds, 3%s, 4s and 4%s which I bought and 
paid for. He does not answer enquiries, 
nor give me satisfaction. . . . 

Ans. Call for a statement of account of 
all your transactions, and a settlement in 
seven days. Register your letter. If he 
then fails to page oy report to Liberty Loan 
Committee or the Governors of the Ex- 
change to which the firm belongs. Tardy 
brokers in injuring you are undermining 
public confidence in the vernment— 
which is you and about 109,999,999 other 
citizens like yourself. 


Speculation in Patriotism 


Ques. Could I not sell Liberty 3%s 


short and against same buy some 2nd 4s 
and Ist 444s and make some money. . . .? 


Ans. We decline to advise. Speculating 
in “Liberties” is profiteering out of patriot- 
ism, and capitalising Democracy vs. Autoc- 
racy for selfish personal ends. Liberty 
Bonds represent the effort of all humanity 
to finance humanity: they are not a fit 
subject for mere pocket-book juggling, 
marketwise or otherwise. 


Speculation Endangers “Liberties” 


Ques. I have a $5,000 Liberty Bond of 
the first issue. During the last few months, 
I have been rather unsuccessful at trading 
in stocks, and my broker called upon me 
for more margin. Not having ready cash 
I sent him this 3%% bond. Should my 
margin again be wiped out has the broker 
the privilege to sell the bond without ask- 
ing my permission? 

Ans. It is to be regretted that you have 
allowed speculation to endanger your Lib- 
erty Bonds. The broker cannot sell with- 
out giving you previous notice, and no rep- 
utable firm would do this. We suggest that 
you borrow sufficient from your bank on 
your Liberty Bonds or that you accept your 
loss. Better cut your loss and hold your 
bonds. 


“We Accept Liberty Bonds” 


Ques. What do you think of tradesmen 
who advertise “We accept Liberty Bonds” 
for furniture, jewelry, pianos, etc. What's 
the idea? 

Ans. They might just as well say “We 
accept cash” for furniture ef al: In fact, 
this, by no means generous, offer is perni- 
cious. The tradesmen usually sell the bonds 
as fast as received, usually at a discount, 
which shows that the discount is added to 
the purchase price. The buyer and the 
Government loses and not the tradesman. 
We would like to see the practice stopped 
by law. 


Concerning Philanthropists 


Ques. I’ve seen advertisements offering 
to buy Liberty Bonds, and on trying out 
these people find they offer about $90 to 
$93. I was offered $95 for my 3% Bond. 
What would you do? 


Ans. Report these philanthropists to the 
Department of Justice, or the Liberty Loan 
Committee, 120 Broadway, New York. You 
can sell your bonds, if unfortunately com- 
pelled to part with them through any bank 
at prices regularly quoted on the gy 
—substantially above such cut-throat fig- 
ures. Do not sell: borrow on them 
through your bank. You should be able to 
borrow at least 80% at no more than 6% from 
any bank 
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Switching Liberty 314s 

Ques. I am the owner of a $1,000 314% Lib- 
erty Bond. I notice that the market on 
these bonds is $102.30. As there is a profit 
would you suggest that I sell mine, and 
buy a 4% or a 4%% bond, which is selling 
at a much lower price? Do you believe 
that by so doing I would also derive a 
profit by possible enhancement in value of 
these later bonds? Would you consider it 
more advisable that I turn my bond into 
cash and with the proceeds subscribe to 
the forthcoming issue? 

Ans. We do not think that the rise in 
the 3%s is over. They can sell higher in 
view of their convertible and tax exempt 
features. Your best course would be to 
use your 3%s as collateral upon which to 
borrow money through your bank to sub- 
scribe to the forthcoming issue. The 4s and 
4%s are certainly bargains. 


Unpaid Instalments 


Ques. I paid a large bond house $250 to 
purchase five $1,000 Liberty Bonds, last 
issue. I was unable to pay more, and for- 
got to write the firm. The bond house re- 
— to refund my $250. What should 

of 

Ans. The majority of reputable bond 
houses have returned initial payments where 
the buyer has been unable to pay more. 
The firm would have had the right to sell 
your bond “at the market” after giving you 
proper notice to keep up your instalments. 
It cannot dispose of the matter by ignor- 
ing your request. See your bank about it. 


Any Bank Will Help 


Ques. At the time of the last Liberty 
Loan campaign I subscribed to five bonds 
on the instalment plan. I have paid for 
and received four bonds, and now I find 
through unforeseen mishaps that I am un- 
able to pay the remainder. I have paid $60 
upon the last bond. Do I have to forfeit 
that amount, or can I get it back? 

Ans. Almost any bank in the United 
States will lend you $40 on one of your 
bonds. The banks have shown splendid 
co-operation to assist buyers like yourself, 
and if you have a “checking account” or 
savings bank account with your bank, see 
the manager and ask him to lend you the 
money at current interest rates, which 
should not exceed 6%. The bankers who 
advertise in The Magazine of Wall Street 
would certainly do this for you. 


Government Seeks No Charity 


Ques. I subscribed to a Liberty Bond 
and after paying $25 upon it in weekly in- 
stalments of $1, 1 found that I could not 
pay the balance. I desire that the Govern- 
ment make use of my “little bit.” Do you 
think that the bank at which | pay my 
instalments will give me War Savings 


Stamps so that I could discontinue paying 
the balance 

Ans. Your bank would certainly give 
you War Savings Stamps for your “equity” 
in Liberty Bonds you bought. You might 
have to lose between $3 and $5 owing to 
market quotations being at a discount. The 
Government does not want anyone’s money, 
but desires its people to loan all surplus 
funds they can spare, giving the best se- 
curity in the world for such loan. Ask your 
bank to carry (advance the amount you re- 
quire) your bond for you until you are able 
to continue your instalments. 


Cannot Convert Without Authority 


Ques. I subscribed for Ist 3%4s through 
my bankers, and they now send me 4%s 
claiming that it was to my advantage. Can 
they do this, and what should I do. 

Ans. A bank cannot exercise such a priv- 
ilege without your special authority. Since 
your loss is substantial, suggest you make 
a demand by registered letter on your bank, 
for an explanation satisfactory to you, or 
your 3%s. In the event of non-compliance 
your lawyer could compel delivery. 


Investment Ratings Liberties and W. S. S. 


Ques. I notice that Moody gives certain 
ratings, such as Aaa, Aa, Baa, Ba, C, etc., 
and was wondering what the relative rat- 
ing of all Liberty Bonds and War Savings 
Stamps would work out at upon Moody’s 
basis. Have you ever thought the matter 
over? 

Ans. We have. Liberty Bonds are the 
premier obligation of the strongest nation 
financially in the world. We are a creditor 
nation of many others, including Great Brit- 
ain, France, Italy, etc. It is fair to suppose 
that Liberties are stronger than British 
Consols, formerly the first investment in 
the world. With Consols undoubtedly en- 
titled to an Aaa rating (Moody basis) it 
stands to reason that the premier bonds of 
the creditor nation must be classed some- 
what higher. Moody does not go beyond 
the “triple A” rating, but may well con- 
sider the advisability of a new rating “Aaaa” 
for all issues of Liberty Bonds. There is no 
difference in the strength of the various 
issues, since they are all direct obligations 
and would rank, as the lawyers say, “pari 
passu”—meaning on an equal footing in any 
purely hypothetical liquidating of Govern- 
ment assets to meet them. 

War Savings Stamps should be rated even 
higher, because their maturity is practically 
instanter and-are, therefore, on about the 
same basis as currency. One can as con- 
veniently hold W. S. S. as bills and more 
wisely as a roll of bills will only liquidate 
itself while a batch of W. S. S. will increase 
itself by compound interest and become 
more valuable each day. 





How to Sell a Liberty Bond 


Keep It If You Can But If Necessary To Sell Seek a 
Reputable Broker—Hundreds Have Been Victimized 
By ‘‘Shady’’ Dealers—What To Do With 
An Installment Bond 





By ARTHUR CONANT 





SY )N a letter to the chairman of the 
eT Ways and Means Committee of 
OnE) the House, the Secretary of the 
————— Treasury estimated the number 
of subscribers to the three Liberty Loans 
as thirty millions. The selling and dis- 
tributing of these bonds was a stupendous 
feat which broke all records throughout 
the world. Had everyone held his or her 
original subscriptions to the three issues 
without disposing of any of them, a finan- 


cial miracle of even greater magnitude 
would have been performed. 


The Best Patriot 


Officials of the Treasury Department 
and the Federal Reserve Board have 
pointed out that the best patriot in these 
days is the man who buys Liberty Bonds 
and keeps them, even at the sacrifice of 
comfort and pleasure. Nevertheless 
some subscribers have found it or are 
finding it necessary to get rid of their 
holdings. Broadly speaking, there are 
three markets in which this can be done. 
Perhaps the easiest way is to use the bond 
as currency and pass it off at a store in 
return for food or clothing. In the re- 
port of the Liberty Loan conference 
called by the Secretary of the Treasury 
at the end of last year, it is stated that: 

“It is the sense of this conference that 
the practice of offering to take Liberty 
Loan bonds in exchange for merchandise, 
either at par value or a premium, or 
otherwise, is injurious to the credit of the 
Government and harmful to Liberty Loan 
campaigns.” 

So much for the first market. The 
second, unfortunately, is much busier 
than the first. Every individual or firm 
that wants to make an unwarrantable 

rofit out of the purchase and sale of 
iberty Bonds will be found dealing in 
this shady market. Many concerns that 
offer to take Liberty Bonds in exchange 


for other securities should come under 
this head. Lewis B. Franklin, Director 
of the War Loan Organization of the 
Treasury Department, stated at a meet- 
ing held in Washington not long ago that 
subscribers to the three Liberty Loans 
have been prayed upon. Another speaker 
said that hundreds of millions of dollars 
worth of Liberty Bonds have been ex- 
changed for securities of doubtful value. 


The Place to Sell 


The third market is maintained in New 
York City, Boston, Pihladelphia, Chicago 
and other cities with stock exchanges. 
Although large blocks of Liberty Bonds 
have changed hands outside of the leading 
exchanges, the bulk of the business is 
done there. The volume of trading has 
increased on the exchanges, and as the 
public finds out the dangers of selling 
bonds to irresponsible persons, it will con- 
tinue to grow. Conducted as they are 
under the rules of the various stock ex- 
changes, the transactions in Liberty 
Bonds are hedged round with restrictions 
which operate to safeguard the investor. 

A reputable broker who is a member 
of the stock exchange of his own town or 
who has affiliations with an exchange 
firm or other concern in good financial 
standing, will attend to the matter of 
selling Liberty Bonds and will take only 
a fair commission. The customer may 
order the broker to sell his bond at the 
price then prevailing, or he may tell him 
to wait until a definite quotation has been 
reached. Thus, if he says to his broker, 
“Sell at par,” the bond will remain out 
of the market until that figure is reached 
on an upward or downward movement 
of prices. 


Large Blocks Sell Higher 


Large blocks of Liberty Bonds will 
command prices which are fractionally 
higher than those for small lots or “baby 
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bonds.” For years this has been true of 
every kind of stock or bond, and is not 
peculiar to the Liberty Loan. 

To persons unaccustomed to handling 
securities, or reading quotations on them, 
it is not easy to keep track of the market 
prices of the various Liberty Loan issues. 
The financial pages of the daily papers 
will supply the required information to 
a person contemplating a sale. 

The Liberty Bonds are dealt in in dif- 
ferences of 1/50 of 1%. Thus a large 
number of them may change hands with- 
out depressing or raising the price radi- 
cally. A market where the quotations 
change so gradually from hour to hour, 
where fixed commissions are charged, and 


where the true value of the bond may be 
ascertained without delay, is far safer 
for the average man and woman than 
the office of a promoter. 

A great deal of trouble has been experi- 
enced by persons who have felt it nec- 
essary to get rid of their Liberty Bonds 
before they have paid for them in full. 
In these cases, a horde of “scalpers” 
swindled patriotic but inexperienced in- 
vestors. The Liberty Loan Committee 
has pointed out that the coupon books 
are bought by the Liberty Loan Associa- 
tion of Banks and Trust Companies when 
the subscribers prove that they need the 
money they have invested. Here again 
it is a case of seeking the safest market. 


Liberty Bond Dictionary 





Accrued Interest—Interest on bonds is 
paid at fixed intervals—in the case of Lib- 
erty Bonds, every six months. After the 
bond is issued the interest due (but not pay- 
able until the end of the period) accumu- 
lates gradually until the date of the next 
interest payment. This accumulated inter- 
est, to be paid later, is called accrued in- 
terest. It is not included in the price of 
Liberty Bonds as quoted on the Stock Ex- 
change but is computed separately and paid 
by the bond buyer to the seller. Therefore 
a price of 98 on the exchange means 98 
plus “accrued interest.” 

Allotted—When a bond issue is offered 
at a fixed price and is oversubscribed, as 
for example in the case of the Second Lib- 
erty Loan, not all the subscriptions can be 
completely filled. The distribution of bonds 
to subscribers is then according to some 
plan or rule which has to be adopted. This 
is called an “allotment.” 

Asked Price—The lowest price at which 
any security is offered for sale. 

Bid Price—The highest price which any 
buyers are willing to pay for a security. 

Basis—A term used to describe the price 
at which a bond must be sold to return a 
certain interest yield. For example, a Lib- 
erty 44% bond maturing in ten years and 
selling at 98 would be on a 44%% “basis.” 

Blank Indorsement—Also called “In- 
dorsement in Blank.” The signing of a 
bond, or stock certificate, on the back, or 
on the line provided for the purpose, by 
the person in whose name the certificate 
is made out, without specifying any new 
owner; that is, the space for the new owner’s 
name is left “blank.” Any one holding the 
bond or certificate can then sell it as it is, 
since it is good in the hands of any bearer. 


Block—A considerable number of bonds 
or shares of stock sold at once; as, a block 
of 20 bonds, or 10,000 shares of stock. 

Bond—A document under seal providing 
for the payment of a specified sum of mou- 
ey at a future date, under certain conditions 
specified therein. It may or may not bear 
interest; the date of payment may be fixed 
or optional, or the bond may be perpetual; 
it may be based on a mortgage or may be 
simply a promise to pay; it may be issued 
by a government, a municipality, or a cor- 
poration, and its other provisions may vary 
widely. 

Bond Tables—A series of tables showing 
the prices at which bonds of different in- 
terest rates and periods to maturity must 
sell in ordér to afford the buyer different 
yields on his investment. Current annual 
income from a bond is easily calculated by 
arithmetic, but the yield can be obtained 
only from a Bond Table or by an elaborate 
formula. 

Borrowing—When the seller of a security 
cannot, or for any reason does not wish 
to deliver the certificate at once, his broker 
temporarily borrows the required certificate 
from some other owner and makes the 
delivery. Thus the owner of a Liberty Bond 
who lives at a distance from New York 
can sell at any moment in the New York 
market, without waiting until his bond 
reaches New York. 

Buying Order—An order to buy a secur- 
ity may be given by letter, telegram, or 
telephone; it may be to buy “at the market” 
—which wi!l mean the “asked price”—or at 
a specified price; it is good for the day only, 
unless given as “good until cancelled,” or 
“open,” in which case it holds good until 
the broker is otherwise advised. 























AMOUNT 


DATE OF ISSUE, MA- 
TURITY, INTEREST 
DATES, REDEMPTION 


DENOMINATIONS 





FIRST LOAN 
3%% 


$2,000,000,000 offered 
and allotted. $3,035,- 
226,850 subscribed. 
Amount issued _ re- 
duced by conversion. 


Issue—June 15, 1917. 
Maturity—June 15, 1947. 
Int. Pay.—June and Dec. 15. 
Redeemable “on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


Coupon—$50, $100, $500, $1,000 1,000, 
Registered—$100, $500, $1,00) 
000, $50,000, $100, 


Interchangeable as to kind ané 
denomination. 








“FIRST LOAN 
4% Converted 


Dependent upon 
amount of First 3%s 
converted to and in- 
cluding May 15, 1918. 


Issue—Nov. 15, 1917. 
Maturity—June 15, 1947. 
Int. Pay —June and Dec. 15. 
Redeemable on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


ip age $100, $500, $100 $1,00, 
$5,000, $10, 
Revingeted” $50, $100, $500, 
$1,000, $5,000, $10,000, $50,000 
100,000. 


Interchangeable as to kind an 
denomination. 








FIRST LOAN 
44% Converted 


Dependent upon 
amount of First 4s 
converted into this is- 
sue to and including 
Nov. 9, 1918. 


Issue—May 9, 1918. 
Maturity—June 15, 1947. 
Int. Pay.—June and Dec. 15. 
Redeemable on June 15, 
1932, and after on any in- 
terest date upon three 
months’ notice. 


Comoe e $100, $500, $1,000, 
,000, $10 


eee 5 $100, $8 
$1,000, $5,000, $10,000, $50,00 
$100,000. 


Interchangeable as to kind a 
denomination. 








SECOND LOAN 
4% 


$3,000,000,000 offered, 
Treasury allowed to 
allot % over-subscrip- 
tion. Subscription $4,- 
617,532,300. Allotted 
$3,808,766,150 


Issue—Nov. 15, 1917. 
Maturity—Nov. 15, 1942. 
Int. Pay.—May and Nov. 15. 
Redeemable on Nov. 15, 
1927, and after on any in- 
terest date upon six months’ 
notice. 


$e oho 910,00 $100, $500, $1,000, 


$5,000. 
Registered —$50, $100, $500, 


1,000, $5,000, $10,000, $50,00 
000. 


100,000. 
Interchangeable as to kind and 
denomination. 








SECOND LOAN 
44%% Converted 


Dependent upon 
amount of Second 4s 
converted to and in- 
cluding November 9, 
1918. 


Issue—May 9, 1918. 
Maturity—Nov. 15, 1942. 
Int. Pay.—May and Nov. 15. 
Redeemable on Nov. 15, 
1927, and after on any in- 
terest date upon six month’s 
notice. 


Coe | $100, $500, $1,0 
$5,000, $10,000 

Registered —$50, $100, 
ye $5,000, $10,000, $500 
$100, 

Sr as to kind a 
denomination. 








THIRD LOAN 
4%4% 


$3,000,000,000 offered. 
Subscribed and_ al- 
lotted $4,170,019,650. 


Issue—May 9, 1918. 
Maturity—Sept. 15, 1928. 

1 Pay.—March and Sept. 
1 


Not redeemable before ma- 
turity. 


ee eet Yo $100, $500, $1,00 
Revistened. $50, $100, $20 
$1,000, $5,000, $10,000, $50,0% 
$100,000. 


Interchangeable as to kind at 
denomination. 
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ne Liberty Loan Issues 








CONVERTIBILITY. 


TAX PROVISIONS 





Convertible into any higher interest rate bond 
issued during the war, of maturity more than five 
years. Upon conversion, bond will have the 
same maturity, interest dates and redeemability 
as the original First 344% issue. 


Exempt, principal and interest from all Federal 
income taxes, excess-profit, war profit and all 
other Federal, state or local tax—except that they 
are subject to estate inheritance taxes. 

Investment in these bonds does not free corpora- 
tions from 10% tax on undistributed net income. 








Convertible until Nov. 9, 1918, only into next 
higher rate bond of more than five years ma- 
turity, i. e., the 44% issue, but upon conversion, 
bonds will have the same maturity, interest dates, 
and redeemability as the original First 314% 
issue, 


Exempt, principal and interest from normal in- 
come tax, but subject to super-normal income 
tax, excess-profits and war-profits tax, except 
that interest on investment of not over $5,000 of 
this converted issue is exempt from such taxes. 
Investment of undistributed net income of a cor- 
poration in these bonds frees it from 10% tax of 
Federal Income Tax. 

Subject to estate and inheritance tax, but ex- 
empt from all other Government, state and local 
taxes except as above. 








Exactly the same as the Tax Provisions for 
the First Loan 4% Converted issue given im- 
mediately above—plus the provision that bonds 
held by an individual the six months preceding 
his death will be accepted principal and interest 
in payment of Government estate and inheritance 
taxes. 








Convertible until Nov. 9, 1918, only into next 
higher rate bond of more than five years ma- 
turity, i. e., the 444% issue, but upon conversion, 
bonds will have the same maturity, interest dates, 
= redeemability as the original Second 

issue, 


Exempt, principal and interest from normal in- 
come tax, but subject to super-normal income 
tax, excess-profits and war-profits tax, except 
that interest on investment of not over $5,000 in 
this issue is exempt from such taxes. 
Investment of undistributed net income of a cor- 
poration in these bonds frees it from the 10% tax 
of Federal Income Tax. 

Subject to estate and inheritance tax, but. ex- 
empt from all other Government, state and local 
taxes except as above. 








Exactly the same as the tax provisions for the 
Second Loan 4s issue given immediately above— 
plus the provision that bonds held by an in- 
dividual the six months preceding his death will 
be accepted principal at interest in payment of 
Government estate and inheritance taxes. 








Exactly the same as the tax provisions for the 
Second Loan 4s given the second space above— 
plus the provision that bonds held by an in- 
dividual the six month preceding his death will 
be accepted principal and interest in payment of 
Government estate and inheritance taxes. 








Government Purchases 
The Government has not authorized any purchases of the original First Loan 3% bonds by the Treasury, but the 
Secretary of the Treasury may — during the first year of issue 5% of the original amount of the other five 
c 


issues. In succeeding years, in 


uding one year from the end of the war, he may purchase 5% of amount out- 


standing at the beginning of each year. He may not pay more than par on the average for any year’s purchases. 
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LIBERTY BOND NEWS 


Items of Interest From,All Over the Country 


i 
THREE BIG LIBERTY LOAN CAMPAIGNS COMING 


HE tentative programme of the 
ea Treasury Department provides 
for three big Liberty Loan 
campaigns within the next 
year, each to raise $5,000,000,000 or 
more, says the N. Y. Herald’s Wash- 
ington correspondent. The first will 
be from September 28 to October 19, 
as has been announced. The following 
is scheduled for January or Februa 
and the third in May or June. This 
programme will be necessary, it is ex- 
plained, to provide the $16,000,000,000 
which officials estimate will be re- 
quired to finance war operations dur- 
ing the year, in addition to the $8,000,- 
000,000 which may be provided by the 
new revenue bill now being drafted. 


~ 
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If government expenses and loans to 
Allies fall much below the $24,000,000,- 
000 estimate the government is ex- 
pected to try to combine two loans into 
one big campaign for the largest credit 
ever sought by any nation. Such a 
campaign would be set for some time 
in the late winter. 

Money needs between loan periods 
will be financed by the sale of short 
term certificates of indebtedness, as in 
the past. In addition, the Treasury 
looks for a steady inflow of money 
from the certificates which banks and 
corporations probably will buy in bil- 
lion dollar quantities as a means of vir- 
tually paying their taxes in advance. 





PLANS TO SUPPORT GOVERNMENT BONDS 





T would be easy to issue Government 

bonds at a lower rate of interest than 
4%4% if they carried certain privileges 
and exemptions. When 2nd Liberty 
4%s sold at 94 last Monday morning 
the lst Liberty 344s went up to. 101.06 
because they are absolutely tax ex- 
empt. These 3%s are rich men’s 
bonds because multi-millionaires can 
derive larger net incomes from them 
than from securities yielding more 
than twice as much, the receipts from 
which will be taxed 50 per cent or 
more when the owner’s total income 
runs into millions of dollars a year. 
Congress is opposed to letting anyone 
escape the heavy surtaxes on great in- 
comes and is unlikely to authorize any 
more absolutely tax exempt bonds, but 
some members fear that the Govern- 
ment will have to pay more than 4% 
per cent on future issues because the 
taxable bonds outstanding which bear 
4 and 4% per cent interest are selling 
at a discount of about 6 per cent. 

In some quarters it is suggested that 
future issues be made available for 


circulation. This would be a back- 
ward step which would nullify one of 
the objects of the Federal Reserve Bill. 
Before the currency and banking sys- 
tem of the country was reorganized 
and improved by that Act of Congress 
we had a perfectly safe but inelastic 
system of issuing banknotes on the se- 
curity of Government bonds. This cre- 
ated a demand for such bonds and 
artificially enhanced their market 
value. Americans could “point with 

ride” to the high prices which United 

tates Government 2s commanded, as 
compared with the bonds and consols 
of other countries, but the comparison 
was not fair and every banker and 
business man knew it. No doubt the 
Government could sell 3 per cent bonds 
carrying the circulation privilege at 
par to banks. A bank could buy such 
bonds, get 3 per cent interest on them 
and lend the currency issued on them 
at 6 per cent, making a total of 9 per 
cent on the money invested in -such 
bonds.—N. Y. Commercial. 
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EXPECT 25 MILLION TO BUY NEXT BONDS 





WENTY-FIVE million people are 

expected to buy bonds in the course 
of the forthcoming Liberty Loan drive. 
Treasury officials are laying their plans 
to that end, observes the Washington 
Times. In case this number, or any- 
thing like it, make purchases, it will 
be a record-breaking achievement. In 
the last loan drive 17,000,000 people 
subscribed. 


If 25,000,000 people buy bonds, that 
will mean that one person out of every 
four in this country subscribed. It 
will practically mean that every family 
buys a bond, and in many cases more 
than one person in the same family. 

Nothing but systematic saving, of- 
ficials say, will make it possible to 
carry through such a program. Yet 
the utmost optimism is felt at the 
Treasury about the outcome. 





NINE MILLION “ADS” 





INE MILLION pieces of advertis- 

ing matter are to be mailed from 
Liberty Loan headquarters to pros- 
pective bond buyers in the Fifth 
Federal Reserve District between now 
and the time the next big drive for the 
sale of bonds starts late in September, 
it was announced by Frederick E. 
Nolting, of the Liberty Loan Commit- 
tee for the Fifth District. 

This great quantity of matter will 
include circular letters, lithographs and 
subscription and enrolling cards, the 
latter being in line with the new plan 


through which the committee hopes to 
make every patriot a member of the 
selling force. Along with the letters 
to the various committees scattered 
over the district will go the new Lib- 
erty Loan emblem, different from and 
more attractive than the celluloid but- 
ton in former use. 

The new emblem will be of bronze, 
of artistic design and not so conspi- 
cuous as the older button. These will 
be given to bond buyers, who, through 
the purchase of bonds, automatically 
become members of a new Legion of 
Honor.—Richmond Times Dispatch. 





WARBURG ON LIBERTY BONDS AS LEGAL TENDER 





NE of the last acts of Paul M. War- 

burg, as Vice-Chairman of the Fed- 
eral Reserve Board, was to puncture 
an absurd suggestion that Liberty 
Loan bonds be made legal tender. The 
proposal came to him through Senator 
Hitchcock. Mr. Warburg’s_ reply 
speaks for itself: His letter is as fol- 
lows: 


Federal Reserve Board 


Washington, Aug. 8, 1918 

My Dear Senator: I have your letter 
of Aug. 1, and herewith return the let- 
ter you enclosed from the gentleman 
who urges that legislation be enacted 
so that Liberty Bonds may be declared 
legal tender for a period extending 





from two to five years after the end 
of the war. 

You ask me to state what I think of 
this proposal. To answer frankly, it 
is impracticable and unscientific. As 
legal tender we can only consider that 
which is due and payable on presenta- 
tion, while Liberty Loan bonds are 
due after fifteen to thirty years. More- 
over, in order to judge this matter 
quite frankly it would be well to 
imagine how it would act in the final 
analysis. Take the case of a clerk or 
an employee of a business. He might 
be forced to accept his salary in the 
form of a $100 Liberty Bond. His 
own household expenses, however, he 
could not pay in Liberty Loan bonds, 








794 


THE MAGAZINE OF WALL STREET 





because they do not exist in such small 
denominations. What could he do? 
He would have to sell. In spite of the 
power to tender these bonds at par, 
he would, therefore, sell his bonds at 
a discount, and you can well imagine 
the difficulty of tendering as a means 
of payment a thing which in itself has 
not got a current market at all. 
Furthermore, you can imagine how 
perfectly impracticable this proposi- 
tion is, because the bonds would have 
a varying value according to the ac- 
crued interest carried by them from 
time to time. It is quite impossible to 


think that in the daily routine when 
tendering a $100 Liberty Bond in pay- 
ment, both the payee and the payor, 
who are not bankers, would be able 
to figure out the interest adjustment 
that would have to be made in each 
case. Such a measure would be de- 
structive of the credit of the United 
States and at the same time to our cur- 
rent system. It would probably result 
in a very serious financial disturbance. 


Yours very truly, 
Paul M. Warburg. 





LEGION OF HONOR TO BE ORGANIZED 





ORE than 1,300,000 letters are be- 

ing printed advertising the fourth 
United States Liberty Loan and 
they are to be distributed in the near 
future throughout the Fifth Federal 
Reserve District, principally in rural 
sections, by the central committee. 
The most elaborate publicity prepara- 
tions are being made for the fourth 
campaign of any of the Liberty Loan 
issues, that the details of the drive may 
be explained in full and everyone at- 
forded the opportunity of investment 
in the bonds. 


These letters will announce the in- 
stitution of the “Liberty Loan 
Legion,” membership to which is 
granted those who obtain five subscrip- 
tions to the loan, including their own. 
Such members are to receive a bronze 
pin, denoting their patriotic work, the 
“honor flag” of the individual. 
Through this scheme the committee 
expects to place a bond salesman in 
every home and office, and it is con- 
sidered one of the most stimulating 
conceptions yet introduced in the loan 
drives.—Richmond Journal. 





A WARNING WORD 





WASHINGTON correspondent 

calls attention to the fact that be- 
tween $350,000,000 and $500,000 000 of 
fraudulent securities are sold in this 
country every year and states that of 
the big total represented by those fig- 
ures 85 per cent has been turned over 
in exchange for Liberty Loan. bonds 
since the first issue was floated by the 
Government. 

In other words, there are unscru- 
pulous persons engaged in inducing 
holders of Liberty Bonds to exchange 
them for worthless securities. 

The idea worked upon is that hold- 
ers of Liberty Bonds are composed of 
persons who have had no experience in 
investing and are gulled into the belief 


that they may become rich by exchang- 
ing their paper for that which prom- 
ises a bigger dividend and rate of in- 
terest. 

The result is that many have sold 
their Liberty Bonds and purchased 
shares in fraudulent promotions. 

Unfortunately, it is. difficult to deal 
with this class of swindlers, as state 
laws dealing with the matter vary 
greatly, and also the people who have 
been duped are shy of owning up. 

It is time some co-operative action 
was undertaken by federal and state of- 
ficials and vigilance committees to 
show up and prosecute the fraudulent 
stock promoters and swindlers—Buffalo 
News. 
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Banking and Investment Opportunities 
in the Far East 
ARTICLE 2—BANKING: OPPORTUNITIES IN CHINA 


China’s Complicated Monetary System— Widespread Spec- 
ulation in Silver—$150,000,000 Trade With 
China—Need for American Bank 





By ORIN DE MOTTE WALKER 
Late Manager International Banking Corporation, Pekin, China 





10 Cash = 1 Candareen 
10 Candareens —1 Mace 
10 Mace = 1 Tael 


The above is the money table of 
China as we know it. As a table it 
is exceedingly simple, and is easily 
learned. In practice, however, it is 
quite a different matter. Except for 
the cash, none of the units above listed 
exist as coins. ._ They are all fictitious, 
and having to start with fiction as a 
basis, it is not surprising that the prob- 
lem of Chinese currency and finance 
has proved more or less of a stumbling 
block to American merchants and 
financiers. 

These fictitious coins, while repre- 
senting value, only do so as a mea- 
sure of value in weight of silver bul- 
lion. The only one of these fictitious 
coins in which we are interested, be- 
cause it only is used in local and for- 
eign trade, is the tael. The tael is sup- 
posed to be one ounce of pure silver. 
Its value depends upon the market 
value or quotation of silver, which 
varies from day to day, and by reason 
of this variance keeps the foreign trade 
market in a perpetual state of uncer- 
tainty and unrest, 

The intrinsic value of the silver tael 
is determined by a very wise and won- 
derful Chinaman who is appointed by 
the Chinese banks, who is able by look 
and touch to determine to the smallest 
fraction the fineness or purity of the 
bulk silver ingot, and thus able to fix 


its exact value, and when he has fixed 
the value, he affixes his chop or stamp 
on the bulk silver and it is supposed to 
pass at the value he has placed or 
stamped upon it. The ordinary sycee 
shoe or bulk ingot is usually worth 
about fifty taels. 


Money Standard Variable 


To add to the financial difficulty, 
every city of any importance has a 
tael of its own, with its own standard 
of weight and fineness which differs 
from every other one. To date there 
have been discovered over 170 different 
taels in China. For the purposes of 
trade there are only five or six different 
taels in use. These taels will be men- 
tioned without any attempt to go into 
their relative or intrinsic values: The 
Shanghai or Tsaoping Tael; the Can- 
ton Tael; the HaiKwan or Customs 
Tael, which is the one in which all im- 
port and export duties are paid; the 
Kuping or Treasury Tael, which is the 
tribute or tax Tael; the Tientsin and 
Hankow taels. 

The principal business of the for- 
eign banks in the Far East and China 
in particular, is the buying and selling 
of silver exchange, without reference 
to legitimate trade movements. It is a 
pure speculation in silver, as a com- 
modity, just as one might speculate in 
stocks or wheat. 

A Chinese or European speculator 
buys or sells $10,000 on contract from 
three to six months forward, deposits 
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his margin, and pays a premium of 
from % to 4% per month up or down, 
as the case may be whether he is buy- 
ing or selling. This contract is made 
with a bank and in order to balance his 
sale or purchase he makes a contra con- 
tract with another bank for a like sum. 
Taking advantage of the silver market 
if it be in his favor he,can take up his 
contract and make his profit or accept 
uis joss. The deal is usually closed 
by his calling upon the one bank to pay 
the other. His loss is the bank’s gain 
and his gain is the bank’s loss. 

In handling trade much the same 
transactions take place. A foreign 
merchant sells a bill of merchandise to 
a Chinese customer. The payment 
will be made in silver taels three 
months from the date of sale. The mer- 
chant in order to protect himself on 
his sale, for silver payment, makes a 
contract with a bank, three months 
forward, to buy gold, for which he is 
to pay in silver which he will receive 
from his Chinese customer in three 
months, In this way he is able to fix 
his profit, which might be turned into 
a loss should he take his chance to con- 
vert his silver into gold on the date 
when payment will be made to him in 
silver, due to the fluctuation in the 
price of silver between sale and pay- 
ment dates. 

The bank, as soon as a forward con- 
tract to purchase silver is made, is in 
the market to cover its purchase of 
silver by a sale three months forward, 
of a like sum, in order to balance its 
purchases and sales. The speculative 
feature for the bank arises largely 
through an overbought or oversold 
position. This condition enables the 
bank to take advantage of any favor- 
able change in the silver or exchange 
rate. If the banker is a good guesser 
and the market goes in his favor he can 
make a very large profit but he like- 
wise stands an equally good chance to 
lose for the bank if he guesses wrong, 
which frequently happens. 


Foreign Propaganda 
These operations have been made 
se of removing 
rom foreign ex- 


page for the pur 
the smoke screen 


change banking as it is practiced in 
China. Because of differences in tael 
values, fluctuations in the price of 
silver and strange nomenclature of 
business, we have been taught to be- 
lieve that the American could not be- 
come proficient in foreign exchange. 
We are still suffering from the result 
of foreign propaganda, and aliens are 
running American business and banks 
in the Orient. 

These transactions are not new or 
strange and translated into the lang- 
uage of the “Street” will be easily un- 
derstood. The first operation is simply 
the practice of “puts” and “calls” with 
silver substituted for stocks, and the 
latter, of attempting to balance sales 
and purchases, as many floor operators 
do, so as to leave no balance on their 
“Clearance Sheet.” 

As a result of this excessive specula- 
tion, it is necessary to keep large silver 
reserves on hand and to maintain large 
balances outside of China. This diverts 
from the channels of trade the capital 
that ought to be used to finance Amer- 
ican business and prevents the com- 
mercialization of the bank. The fact 
that from 50 to 90% of all the business 
done in China by the foreign banks is 
silver and exchange speculation shows 
that the banks in the Orient are not on 
what we would call a sound banking 
basis, 


The Comprador 


A very important personage in bank- 
ing in China is the native comprador. 
The comprador is usually a Chinaman 
of wealth and standing who is em- 
ployed as the “go between,” between 
the foreign manager and Chinese busi- 
ness. He is the cashier and custodian 
of the cash. There are no Clearing 
Houses in China and bank clearings 
are worked out through the compra- 
dores of the various banks. He is re- 
quired to deposit a large cash bond and 
to give other endorsing security. He is 
responsible for all the Chinese clerks 
whether they handle cash or not. No 
foreign clerk in China handles money. 
It is all paid out through the compra- 
dor’s department. The comprador is 
supposed to secure all the Chinese 
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business and to submit it to the foreign 
manager, who has no direct dealings 
with the Chinese. He is likewise sup- 
posed to guarantee all Chinese busi- 
ness which the bank does. The am- 
ount of business he is able to do for 
the bank depends upon the amount of 
his bond and guaranty and the foreign 
manager, but principally upon the lat- 
ter, and as a consequence none of the 
banks do much Chinese business. 


Aside from the profits made on 
speculating in Exchange there is the 
conversion profit, or the changing of a 
dollar gold first to taels, on which a 
profit is charged, and then from taels 
to Mexican or local dollars on which 
there is another profit. There is sel- 
dom a transaction without two con- 
version profits. Interest rates on loans, 
which are made on collateral deposits 
of local stocks, goods in warehouse and 
real estate in the foreign settlements, 
range between 6% and 9% with the 
foreign banks and from 7% to 12% at 
the native banks. 


Banks Represent Governments 


Banks in the Far East are the finan- 
cial representatives of their respective 
Governments and therefore take on 
more or less of a diplomatic character. 
They are the channels through which 
loans are made to the Chinese Govern- 
ment and in turn collect the interest 
due on loans already made. Therefore 
banks of nations which have made 
loans to the Chinese Government 
occupy a most favorable position in the 
market, for at certain times of the year 
interest payments on Chinese Govern- 
ment loans will come in, which will 
enable them to enlarge their exchange 
operations, since they know they will 
have cover for these operations. The 
banks so favored are able to make the 
market without regard to the price of 
silver or trade movements and they do 
not hesitate to “bull or bear” it for 
their own ends. 


Banks operating along the lines laid 
out would hardly be called banks in 
America, In China they are called ex- 
change and bucket shops. Is it any 


wonder then that American merchants 





in the Orient are crying for a truly 
American commercial bank? 


American Banks Needed in China 


The kind of an American bank which 
is wanted in the Far East and in China 
in particular is one which engages in 
commercial business; and believes in 
direct business; which wants Chinese 
business and will cultivate the Chinese, 
which will make silver and exchange 
speculation secondary to legitimate 
trade transactions and will be prepared 
to finance American trade; which will 
give American business fair credit re- 
ports and not discriminate against it; 
which will compete with the other 
banks and make loans upon the same 
terms and collateral; which is courte- 
ous and obliging to its clients; which 
will do business upon a business basis ; 
which is American in spirit and above 
all American in personnel and in 
policy. An American bank operated 
upon this plan will have no competition 
in China. 

In considering direct Chinese busi- 
ness the moral hazard must not be over- 
looked, but there is probably no coun- 
try in the world where the moral risk 
is lower. It is a custom of the country 
that on Chinese New Year every obli- 
gation and debt must be paid; and no 
Chinese firm or individual will spare 
any effort, even to calling upon the 
members of his clan to raise the neces- 
sary funds, to liquidate his indebted- 
ness. 

It is strange but true that none of the 
foreign banks in China have ever ser- 
iously undertaken to cultivate the 
Chinese or their business. There are 
not many American bankers who can 
speak Chinese fluently enough to at- 
tempt it, but there is no doubt that in 
developing banking among them a 
knowledge of the language would be a 
tremendous asset, for it would enable 
the American manager to get in per- 
sonal and direct touch with Chinese 
customers and secure their confidence 
and cooperation, two most essential 
elements in developing business in 
China. To this fact more than any 
other the writer attributes his success 
in securing Chinese business. 
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Unlimited Industrial Prospects 


In addition to the service which an 
American commercial bank could ren- 
der to American and Chinese trade, 
there is the whole field of Chinese in- 
dustrial development. This field has 
not been touched by banks in China. 
It is true that there are difficulties in 
entering this field but they are not in- 
surmountable. Our treaty with China 
prevents the holding of real estate by 
foreigners, which shuts out the taking 
of mortgages as security. There are 
several ways around this difficulty 
which will enable a bank to enter this 
field with absolute security and com- 
mensurate profit. The Japanese and 
French have circumvented the impassé, 
the one by securing a special charter 
for a banking corporation from the 
Chinese Government and the other by 
a special grant or privilege. 

The Chinese are particularly desir- 
ous of organizing a Chinese-American 
Bank which could operate in China 
without restrictions along these lines, 
and have subscribed several millions 
of dollars for the purpose of inducing 
American financiers to join them in 
such a cooperative enterprise. There 
are many advantages to be derived 
from such a joint undertaking and 
they are worthy of the consideration 
of thinking Americans of vision who 
can see what the development of the 
natural resources of such a wealthy na- 
tion as China will mean. China as a 
field. for American investment has been 
overlooked. It has been too far away, 
and there has been a lack of specific 
information. By that I mean general 
or public information. We only read 
of the unimportant things which make 
good newspaper stories. We have not 
become informed of the markets either 
for import or export. There has been 
a lack of shipping or American bot- 
toms. We have failed to under- 
stand the Chinese. We have refused 
to follow certain customs and busi- 
ness practices of the country. The 
fluctuation of silver and the intricacies 
of exchange have been problems which 
have discouraged our merchants and 





financiers taking the step across the 
Pacific. 

In the last few months things have 
assumed an entirely new complexion 
as far as America is concerned in 
China. London no longer fixes the 
price of silver. International exchange 
is receiving the attention of the Gov- 
ernment with the view of stabilizing it. 
America’s loan to China insures us that 
America is going to back us in our ef- 
forts to help China commercially. 

It is not beyond belief that after the 
war exchange and the price of silver 
will be settled by treaty or agreement 
and silver speculation will be a thing 
of the past in China and with these 
two things eliminated trade should in- 
crease by leaps and bounds. 


Our $150,000,000 Trade 


When we stop to consider the 
growth of America’s trade with China 
and the fact that it now ranks second, 
that the Chinese themselves are more 
favorably disposed to Americans and 
American business and_ enterprises 
than toward any other nationality, that 
7,000 Americans, doing $150,000,000 
business a year, are demanding a real 
American commercial bank, staffed by 
real Americans, operated on the Amer- 
ican plan, we see that there is a real 
opportunity for such a bank. There is 
not much more that could be said by 
way of inducement for a real Amer- 
ican bank to open in China. 

The writer firmly believes that 
American trade in China should re- 
ceive the financial support of an Amer- 
ican bank in China in order to meet 
the requirements of International trade 
competition ; that China is in need of 
the same constructive financial quality 
of brains which has built up industrial 
America; that China will contribute 
as much money as may be required 
for this development provided we fur- 
nish the leadership; that in the intro- 
duction into China of a real American 
commercial bank, following our own 
industrial banking principles, to which 
our position in the world today is 
largely due, we shall be rendering 
America a valuable service and bind 
China to us for all time to come. 








Leading Opinions 


About Financial, Investment, Banking and Business Conditions 





If Germany Pays 
the Bills 


No financial penalty which could be 
imposed upon Germany, even if that 
be the complete wiping out of every 
bond and every dollar of money issued 
for the carrying on of the war by the 
German and Austrian governments, 
and the assessment against Germany of 
a tax or indemnity to the extent of the 
entire cost of the war to this country 
and to our allies, would leave that 
country in such desperate poverty as 
was the South, writes R. H. Edwards, 
Editor Manufacturers Record in the N. 


Y. Evening Sun. 

No one charges the United States with un- 
due severity in not providing any plan for the 
redemption of Confederate bonds or money. 
No one charges the United States with in- 
justice to the South in requiring that section 
to pay its proportion of the pensions to the 
men who defeated it. But despite these con- 
ditions under which the South labored, it has 
risen triumphantly from poverty to abounding 
prosperity. It never cringingly sought to evade 
the responsibility. 

In the achievements of the South may be 
found a suggestion as to why Germany and 
its allies could be made to assume the entire 
financial burden of the war to our country 
and to our allies, and still leave it within the 
range of possibilities for these countries 
through years of struggle to redeem them- 
selves from poverty, as the South has done 
since 1865. 

Considered from the point of view of na- 
tural resources and advantages, the South is 
the greatest undeveloped asset of the nation. 
It would be unspeakable folly for the country 
as a whole not to make the best possible use 
of this a set by bringing into play all of the 
forces available in the South, and many of 
which are yet latent, for the production of 
things which make for the winning of the 
war, and eventually for the enormous enrich- 
ment of the entire country. 

New Revenue Bill 
in Nov.? 

It became known in Washington 
that the Capital Issues Commit- 
mittee, exprésses sympathy for Chair- 
man Kitchin in his fight with the 
lreasury Department, and predicts 
that the new revenue bill will not 
be passed until about the time of the 
November elections. 

“It is not likely the bill can be reported to 


Congress before another week, if then,” said 
Mr. Moore. “It is too vast and involved a 


measure to be submitted to Congress until 
the Chairman, at least, is pra ge | well 
grounded as to the purpose and effect of every 
one of the hundreds of vital items in the bill. 
“It is fair to the public, which must pay the 
taxes, however, to say that, while Republicans 
and Democrats on the committee agree upon 
the necessity of complying with the President’t 
demand for $8,000,000,000 in taxes, which 
should be raised as speedily as possible, there 
is and must be such a disagreement in senti- 
ment as to the methods to be pursued as to 
prevent the passage of this unprecedented bill 
until very close to the election, if then.” 


Gov’t. Control 
of Big Loans 
It became known in Washington 
that the Capital Issues Commit- 
tee of the Treasury Department is ser- 
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iously considering the bringing under 
its control, not only of issues of capital 
of the usual kind in the United States, 
as is now the case, but also all loans 
in excess of $100,000 made by banks to 
corporations and individuals, says the 


Economic World. 

It is reported that the motive behind this 
project is to prevent business enterprises with 
large capital and credit, engaged in forms of 
industry and trade not thought to be essential 
to the carrying on of the war, from securin 
through bank loans additional capital whi 
they would be unable to obtain by new issues 
of stocks or bonds, inasmuch as such issues 
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would be unlikely to meet with the approval 
of the Capital Issues Committee. It would 
appear that the Committee is at present lack- 
ing in power to carry out its new program, 
seeing that the legislation providing for the 
Committee was framed with the direct view 
of curtailing or preventing all large stock and 
bond issues that might be postponed to the 
end of the war without detriment to the coun- 
try. In case the additional power needed is 
ranted by Congress to the Capital Issues 
Committee and it should proceed to exercise 
it with any thoroughness, very great confusion 
would undoubtedly be caused in the industry 
and trade of the United States, at least for 
atime. It not infrequently happens, for ex- 
ample, that a single large cotton firm purchases 
several hundred thousand dollars’ worth of 
cotton in one day, and pays for it by means of 
bank loans. Such loans would of course exceed 
in amount the $100,000 proposed as the limit of 
uncontrolled loans, and would have to be 
passed upon by the Capital Issues Committee— 
a matter of several days at the least. In the 
meantime wide fluctuations in the value of the 
cotton might easily occur, and the entire trans- 
action rendered ruinous. This is but one in- 
stance that occurs to the mind offhand of the 
disturbance to trade that would result from the 
proposed regulation. The same thing, natur- 
ally, would be taking place in numerous de- 
partments of trade and industry. 


A New Field 
For Investment 

Capital long ago entered industrial 
fields and found them profitable, and has 
made of the United States one of the 
greatest of industrial nations, says a sub- 
scriber to the Manufacturers’ Record in 
a letter to the Editor. Commercial fields, 
under corporate financing and operation, 
responded with their profit quotas ; bank- 
ing and railroading have from their in- 
ception received the attention of the in- 
vesting public. 

But is there left any field into which invest- 
ment capital has not entered co-operatively, 
which gives promise of rewards, safeguards 
and fortune-making possibilities, and, if so, 
how do the potential profits of that field com- 
pare with the ones already exploited? 

I assert that the best business in America to- 
day, the one that offers capital in large or small 
amounts the greatest stability, a business 
wherein there is a demand without limit, and 
with ever-increasing prices, is the livestock in- 
dustry in the Southeast. 

Today the opportunity is crying for recog- 
nition, a nation facing a food shortage, wit- 
nessing meatless days, and a world full of na- 
tions which must be replenished with breeding 
stock and furnished food animals for years to 
come as a result of the devastation and waste 
occasioned by the world war. 

It is, of course, necessary that such livestock 
enterprises be organized and conducted by men 
of unquestioned integrity and with a knowl- 


edge of the business and along approved scien- 
tific methods. 

Such an organization should have ample cap- 
ital, be free from watered stock and should 
avoid the methods of other industries with 
respect to bonds and indebtedness and have 
its capital represented by stock and not derived 
from a loan represented by bonds. 

This, I repeat, is an outline of the premier 
investment of America for large or small in- 
vestors. 














N. Y. Eve. Mail 
I’M A LITTLE LATE, BUT I’LL MAKE UP FOR 
LOST TIME 


Auto Output 75% 
Curtailed 

The manufacture of pleasure auto- 
mobiles may be curtailed 75 per cent. 
from Sept. 1 to January next. Steel 
men have urged that steel must be con- 
served, and that a good place to make 
the saving would be in its use in the 
making of pleasure cars. 

_The War Industries Board has already de- 
cided that no pleasure cars may be manufac- 
tured after next January, and manufacturers 
have been so notified. If the proposal now 
before the board is considered favorably, there 
will be a 75 per cent. cut beginning next 
month until January, when tht industry must 
cease for a timé while the demand for steel 
for war purposes continues so urgent. 

The Government policies with regard to steel 
curtailment in the case of less essential indus- 
tries is giving considerable concern to auto- 
mobile manufacturers. It is stated that on 
July 17 representatives of the automobile in- 
dustry were informed by the War Industries 
Board that no assurances of steel for passen- 









































LEADING OPINIONS 





801 





ger cars could be given. In indicating that 
the Government would require all the steel 
produced in the next six months, it was an- 
nounced that its requirements for that period 
beginning Aug. 1 call for 20,000,000 tons of 
steel, whereas the capacity of the steel mills is 
only about 16,500,000 tons. The Journal of 
Commerce in a special dispatch from Wash- 
ington on July 17, stated that despite the warn- 
ing of automobile manufacturers, in confer- 
ence with the War Industries Board on July 
16, that a curtailment of more than 40% in 
their steel supply probably would mean finan- 
cial disaster to the industry, officials of the 
Board see no alternative other than complete 
curtailment, in view of the Government’s grow- 
ing steel needs. 


“No War After War.” 
—E. N. Hurley 


America will engage in no commer- 
cial warfare after this military conflict 
is over; it will not use the vast mer- 
chant fleets it is constructing against 
the very nations it now is helping to 
win the war, Edward N. Hurley, chair- 
man of the Shipping Board, said in a 
formal statement at Washington. 

Mr. Hurley was led to disavow the inten- 
tions of this nation to make trade conquests 
after the war by the vicious enemy propa- 
ganda which has sought to arouse distrust 
among the Allies by the insinuation that 
America is fabricating her new merchant mar- 
ine not so much for the purpose of winning 
the war against Germany as to capture the 
trade of the world after peace has been signed. 

“Guarantees of fair dealing in this matter 
are found in America’s unselfish policy in 
fighting for democracy, in President Wilson’s 
devotion to the cause of humanity and also 
in America’s past record,” Mr. Hurley said. 


Plan to 
Aid Utilities 
The ruling of the attorney-general, 
which will prevent the organization of 
the proposed $100,000,000 utility financ- 
ing corporation is to be regretted, writes 
the Michigan Investor. 


The plan for the organization of the corpo- 
ration for the purpose of financing public 
utilities and other companies was abandoned 
by bankers following the receipt of advices 
that Mr. Gregory had handed down an opinion 
declaring that the 10 per cent limitation pro- 
vided for in the War Finance Corporation 
would apply on the projected concern. Under 
this ruling the maximum amount which the 
War Finance Corporation could lend to the 
proposed $100,000,000 company would be $50,- 
000,000, an amount considered too small to 
make the project worth while. The committee 
of bankers, headed by James Noyes Wallace, 
president of the Central Union Trust Com- 





pany, of New York, will now endeavor to de- 
vise some other means in an effort to meet the 
urgent financial requirements of the public 
utility corporations. One of the plans sug- 
gested is that instead of forming one corpora- 
tion of $100,000,000 capitalization that there 
be organized five concerns of $20,000,000 cap- 
ital each, in which case the maximum advances 
which could be available from the $500,000,000 
War Finance Corporation would be $50,000,000 
each, or $250,000,000 in the aggregate. 


Objections to 
Railway Contract 
Objections voiced by the National 
Association of Owners of Railway Se- 























Tlassau sv ews. 
WHATTA YUH SAY WE STEAM UP AND 
CATCH 'IM? 





curities to certain provisions of the 
contract for the Federal control and 
operation of the railroads are summed 
up as follows: 


1. To the charging of additions and exten- 
sions for war purposes against the companies. 
He contended that everything over the usual 
additions as measured by those of the test 
period should be borne by the Government and 
accounted for between the parties at the end of 
Federal control. Pronounced opposition was 
made to the provisions that compelled the com- 
panies to accept as conclusive the cost of these 
improvements at the prevailing. prohibitive 
prices, and he stated that this would prevent 
the roads from proving their loss or damage, 
that it violated the spirit of Section 6 of the 
Federal Control act, besides seriously impair- 
ing the credit of the companies by piling up 
charges against them which they would be un- 
able to meet and thus virtually forcing them 
into Government ownership as their only al- 
ternative against ruination. 

2. That all charges for excess maintenance, 
if any are retained in the contract, should 
come after and not before fixed charges. 

3. The so-called “acceptance” clause of the 
contract, which as now drawn requires the 
companies to now release their claims for 
damages for any abandonment of a portion of 
their systems or for the disruption and diver- 
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on, their puta, should Br a ing out of this country by the thous- 
stricken out or at least so modified that . . = ies 
should such a thing occur as the Govern- ands, and it will be a mightier army. 1 
ment taking over the roads permanently, make the prediction that we shall not 
they will not be shetohy eroctoded from ~ have permanent peace in the world until 
ing compensated for the abandonment o ¢ : ; 
any etrtea of their lines and loss of diver- OUT ®°™Y and our navy ey their full 
sion of their business which this provision strength are on the other side with the 
would prevent them from receiving. Allies, and our people have pledged to 
4. xia the decisions of tie iasncstate Com- those boys the entire resources of the 
merce Commission are made final and con- ; ; i —thei 4 
clusive, whereas they should be subject to the United States in thei r effort their = 
sevlew of the courte. cessful effort I believe—to bring that 
5. That all provisions which tend to impair Peace to the world. : 
the certainty that a railroad company shall This loan can easily be raised. We have a 
receive its fixed standard return or compensa-_ natio-al wealth estimated at, I suppose, 
tion as contemplated by the act of Congress be from 200 to 250 billions. Our yearly income 
removed from the contract. is supposed to be from 40 to 50 billions, and 
6. That the companies be allowed interest on our net savings I have heard put as high as 
the cash working capital that they are ad- 15 biilions. Nevertheless there are two ab- 
vancing to the Government, at least the rate of solutely essential things for the American 
interest they were receiving from their banks people to do. We have to increase the pro- 


and which the Government will now get on duction of necessities for war, and we hav« 
their moneys. to reduce the production and the consump 
tion of luxuries and non-essentials. 

















Stabilizing Price 
of Oil 

A. C. Bedford, chairman of the Na- 
tional Petroleum War Service Com- 
mittee, makes public a plan which 
has been recommended by that commit- 
tee and approved by the United States 
Fuel Administration, to accomplish two 
purposes : 

1. To stabilize the price paid for crude 
oil; and 

2. To maintain the continuous and un- 
interrupted flow of crude oil in its pres- 
ent channels in so far as is practicable 
and just to the interests involved through 
the voluntary action and co-operation of 


the industry itself. 
The plan agreed upon is the result of a large 











N. ¥. World. > resi 
ALMOST EMPTY - numbeg of conferences held in different parts 


of the country, and of a thorough-going dis- 
cussion by the members of the National 
Petroleum War Service Committee. 

The fundamental features of the plan now 
agreed upon are these: 





7. That on all moneys borrowed by the com- 
panies for the making of additions and exten- 
sions the company should receive at least as 


high a rate as they are required to pay for the : > 

cane used jn ‘iar tae pet Sie and 1, That the large purchasing companies shal! 

quitensions. continue to purchase crude oil at the posted 
market price. 

“ . 2. That all other purchasers who now pay a 

Can Raise Loan - premium for crude oil, be hereafter permitted 

Easily.”—Chas. S. Hamlin. to pay certain stated premiums, they being sub- 


- : stantially the same as those now in effect. _ 
HE immediate problem before our 3. All contrat hereafter made for the di- 
le is to raise the money for Version of crude oil from its existing channels 

De thi "4 Libe so 2: ny en are to be first submitted to committees on con- 
e third Liberty 1.0an, Writes  ciliation and co-operation, created by the trade. 
Charles S. Hamlin in The Na- These committees will be constituted of an 


tion’s Business. Our boys, hundreds of equal number of purchasers and producers of 
crude oil, and at least one and not exceeding 


thousands of them, are in the trenches three disinterested men of standing in the 
abroad—a mighty army. They are pour- community. 
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Expert Market 
Opinions 


Goodbody & Co—As we see condi- 
tions, the market is technically strong. 
Certain specialties may easily advance out 
of the general rut. There has been nothing 
new from Washington on the Railroad 
Contract Situation, and until something 
does come dividend-paying rails can be 
bought on the deeline, as their positions 
will be improved when the Government 
shows definitely how it will treat the secur- 
ity holders. As we said, the technical position is 
strong; therefore, we doubt. that any ma- 
terial decline will come in the market with- 
out a real cause back of it, that is, that 
traders’ activity can only cause small fluctu- 
ations, 


Knauth, Nachod & Kuhne—The prob- 
ability is that the government authori- 
ties will soon reach a satisfactory under- 
standing with the owners of the railroads, 
so that it will be possible for the companies 
to obtain their income and to make the 
usual dividend payments to their share- 
holders. The railroads are in a position to 
benefit enormously from the radical in- 
crease in freight and passenger rates that 
has taken place. Railroad revenues will be 
increased also from the large volume of 
new buSiness which will develop as the 
crops are harvested. Seasoned railroad 
securities are available at a price level which 
shows less appreciation from the low level 
of the European War period than do indus- 
trial #sues of the better class. 


McDonnell & Co.—For one reason or 
another the public has drifted away from 
the market and has left matters largely in 
the hands of the so-called professional ele- 
ment. Funds available for investment and 
speculation have accumulated during the 
past few months and it would not require 
much incentive to attract public participa- 
tion, 

Taxes will, of course, be increased con- 

siderably over those of last year but in 
most instances industrial corporations are 
in such strong financial condition and cur- 
rent dividend rates are being earned by such 
large margins that present rates can be 
maintained for at least the balance of the 
year, 
’ We favor the buying rather than the sell- 
ing side at present levels but should be in- 
clined to take moderate profits. The rails 
at present levels look especially attractive 
now that an agreement upon the standard 
contract seems nearer than ever. 


Posner & Co—The great majority of 
the large corporations are unquestionably 
in a position to meet a period of high taxa- 
tion, The investor today need not fear the 
outlook on any score of taxation. What 
he has to do, as in any other time, is to 
select with care. But the extremely low 


gether with the genera!ly favorable position 
of American business, indicate that the list 
to select from is long and varied. And just 
as surely as the present holds great invest- 
ment and speculative opportunities, just so 
surely are the potentialities of an active and 
rising market being rapidly strengthened. 


_ Henry Clews & Co.—There are five 
important factors now bearing on the 
market situation: (1) the war; (2) the 
coming Liberty Loan; (3) the new tax law 
now before Congress; (4) the railroad con- 
tracts which are soon to be signed; (5) the 
money situation. The banks, trust com- 
panies and bankers naturally will continue 
to provide money for all legitimate business 
needs. But it is not probable that they will 
countenance any undue speculation for the 
present at least, therefore the market is 
likely to remain in a state of lethargy, with 
at times a hardening tendency. A gradual 
improvement, however, in prices and activ- 
ity will do much to promote the successful 
flotation of the coming loan, as it will create 
optimism, and in these times optimism is a 
comparative stranger in Wall Street, though 
a familiar element in almost every other 
line of business. 


Hayden, Stone & Co.—While the pos- 
sibi'ities in railroad stocks should be 
limited in a market sense, owing to current 
rates for capital, nevertheless, if this mat- 
ter was satisfactorily settled as Govern- 
ment guaranteed issues, they would appear 
pretty cheap on a seven to nine per cent 
basis. The question has, however, a broad- 
er significance than the mere guarantee of 
dividends during the war period and for 
twenty-one months thereafter. Its chief 
importance to the permanent shareholder of 
these companies is that a satisfactory ad- 
justment of this question would recognize 
the general principle of a fair income on 
capital invested in our transportation sys- 
tems. Unfortunately, this principle has not 
been by any means fully recognized during 
the last decade of management under the 
Interstate Commerce Commission. 


J. S. Bache & Co—The market is 
under great pressure to advance and nor- 
mally would do so, but the complete con- 
trol of money prevents. Funds in enor- 
mous amounts are needed for Government 
operations and the approach of another loan 
campaign makes it expedient to reserve the 
country’s surplus funds for this operation. 
These funds are in fact already passing, as 
a preliminary, into the Treasury Short 
Term Certificates of which the banks have 
taken close on to $3,000,000,000. Uncertaint 
as to the final tax arrangement and its ef- 
fect on profits may also be holding the 
market back. It is pretty clear, however, 
that if it were not for other reasons this 
effect would have been discounted, and the 
market would by this time have developed 


prices prevalent in the stock market, to-into substantial activity. 
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Important Financial Forthcoming Events 
Sept. 1 Sept. 24 c— ; 
American Cotton Oil 1-year notes for $2,- Anaconda dividend meeting. 
500,000 mature. Central Leather dividend meeting. 


United Kingdom Government $250,000,000 2- 
year 5% notes mature. 

Sept. 3 : 

American Can dividend meeting. 
Chino Copper dividend meeting. — 
Kennecott Copper dividend meeting. 
Utah Copper dividend mecting. 

Sept. 4 q 

Lehigh Valley special meeting. 

Sept. 5 , 
American Steel Foundries dividend meeting. 
Maxwell Motor special meeting. 

Sept. 6 
Cuba Cane dividend meeting. 

Sept. 7 ’ . 
rinting Price Conspiracy Hearing at Chi- 
cago before the Federal Trade Board. 

Sept. 9 Baa 
aine Congressional “index election.” 

Sept. 10 ; ; 

International Harvester special meeting. 
United Fruit dividend meeting. 


Sept. 11 
ew York Central dividend meeting. 
Sept. 12 
American Agricultural Chemical annual 
meeting. 


Atchison postponed special meeting. 
Sept. 17 
American Telephone & Telegraph dividend 
meeting. 
Sept. 18 
eading Company dividend meeting. 
Sept. 20 
Great Northern dividend meeting. 
Sept. 21 
American Can $3,000,000 serial notes mature. 
Sept. 23 
American Bankers Association convention in 
Chicago. 


General Motors dividend meeting. 
Sept. 25 
Northern Pacific dividend meeting. 
Pittsburg Coal dividend meeting. 
Westinghouse Electric dividend meeting. 
Sept. 26 
Inspiration Copper dividend meeting. 
Sept. 28 
Liberty Loan (4th) campaign starts. 
United States Smelting & Refining dividend 


meeting. 

Oct. 1 

Baltimore & Ohio $10,500,000 notes mature. 
Oct. & 

United States Supreme Court reconvenes. 
Oct. 9 

Southern Pacific special meeting. 
Oct. 15 

American Locomotive annual meeting. 
Oct. 19 

Liberty Loan (4th) campaign ends. 

American Can $3,000,000 serial notes mature. 
Nov. 1 

26c copper agreement expires. 
Nov, 9 


Last day for converting previous issues of 
Liberty Loan. 
Nov. 18 ; 
Investment Bankers’ Annual Convention at 
St. Louis, Mo. 
Nov. 21 
American Can $3,000,000 serial notes mature. 
Dec. 1 
United States Rubber Co. collateral trust 
$10.538,000, General Rubber $9,000,000 de- 
bentures and Morgan & Wright $3,268,000 
debentures mature. 
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MARKET STATISTICS 


Dow-Jones Avgs. 
40Bonds 20Inds. 20Rails High 


Monday, ee 76.60 81.58 
Tuesday, ae ree 76.66 81.68 
Wednesday “ 14........ 76.70 81.70 
Thursday Y 1 hess 76.69 81.58 
Friday Di, Mnedes BGs 76.73 81.77 
Saturday war. 76.69 81.51 
Monday ot mee 76.56 81.63 
Tuesday at Ee 76.55 81.92 
Wednesday “ 21........ 76.62 81.91 
Thursday af. Free 76.57 81.61 
Friday a Ra 76.51 82.15 
Saturday a Sane 76.47 82.83 


Breadth 
_50 stocks (No. 

Low Total Sales issues) 
84.12 73.01 72.14 424,100 198 
85.00 73.28 72.54 386,800 192 
84.57 73.43 72.17 366,400 193 
84.43 72.98 72.51 280,800 154 
84.65 73.00 72.64 175,700 141 
84.32 72.84 * 72.52 101,800 118 
84.48 72.84 72.55 171,600 156 
84.83 73.06 72.68 186,900 157 
84.81 73.17 72.75 210,600 169 
84.55 72.94 72.65 180,200 159 
85.45 73.40 72.87 251,100 165 
86.38 73.91 73.33 323,100 152 
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The A B C of Bond Buying 


How the Ordinary Investor May Judge Bond Values 
Vi—Bond Yields and the Use of Bond Tables 








"By G. C 


SELDEN 





HE subject of bond yields usually 
seems somewhat mysterious to 
the novice. If he buys, for ex- 

= ample, a $1,000 (par value) 6% 
bond for $900, interest payable semi-an- 
nually, he knows that he will get $30 in- 
terest every six months, which will make 
his $900 investment net him about 6.66% 
annually—that is, $60, the amount he re- 
ceives yearly, is 6.66% of the $900 which 
the bond cost him. 

So far all is clear enough. But the 
novice soon learns, or perhaps sees for 
himself, that this 6.66% is not the yield 
on his bond; for he bought the bond for 
$900 and it is going to be paid off at 
$1,000. He will get an extra hundred 
dollars when the bond matures, in addi- 
tion to the 6.66% in the meantime. 

Moreover, if other influences do not 
interfere it is evident that the price of 
this bond will be gradually rising through- 
out the period it has to run. It will not 
sell at 90 one day and be paid off at 100 
the next day. The price will crawl 
slowly up throughout the entire period. 

If therefore the bond has 10 years to 
run, in five years it will have risen some- 
thing like half way from the purchase 
price of 90 to the price of 100 at which it 
will be paid off. The investor does not 
have to wait until the bond matures to 
get this additional profit. Whenever he 
sells his bond he will get that part of the 
yrofit corresponding to the time elapsed 
—provided, as I said before, other influ- 
ences do not interfere. Of course these 
other influences always will affect bond 
prices to a greater or less extent, but, on 
the average, they are just as likely to be 
in his favor as against him, and they do 
not enter into the computation of the 
yield. 


So the actual annual yield of the bond 
will be the 6.66% above figured, plus a 
certain average annual rise in the price. 
The annual income from the bond is 
6.66% but the annual yield must include 
also the proper proportion of the incre- 
ment in its value. 

If the investor paid more than par for 
the bond, the process would be reversed. 
The price would gradually fall to par at 

1aturity, so that the yield on the bond 
vould be less than the annual income. 


Yield Where There Is No Maturity 


Stocks of course have no date of ma- 
turity, and there are a few bonds which 
ire perpetual. In such cases there is no 
difference between income and yield. A 
7% preferred stock bought at 93 yields 
a little over 744% (700 divided by 93), 
and since it never is paid off, that is the 
whole story. British Consols, Republic 
of Cuba 5s and a few other bonds like- 
wise have no date of maturity. But in 
nearly all cases bonds have a definite date 
of maturity. 

A 6% bond bought at 90, running ten 
years, par 100, will evidently rise about 
one point a year—but that does not mean 
that its yield will be 7.66% a year, for the 
investor does not get the additional $100 
on his $900 investment until the end of 
the ten years. At the beginning of the 
period he would have to figure the “pres- 
ent worth” of that $100 to find its actual 
value to him. 

Similarly, if the investor pays 110 for 
the same bond, it will decline about one 
point a year for ten years until it is paid 
off at 100; but that does not make the 
rate of yield 4.45% instead of 5.45%, for 
the owner will be constantly reinvesting 
the $60 a year which he receives on his 
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$1,000 bond. In this case, to get the 
true yield we shall have to figure com- 
pound interest on the excess of the an- 
nual income over the annual yield. 

Thus the calculation of bond yields be- 
comes a complicated mathematical prob- 
lem—too complicated to be worked out 
every time an investor wants to know 
what a certain bond yields at the market 
price. So these yields have been worked 
out in the form of bond tables, to which 
the investor can refer and find the yield 
on a bond at any rate of interest, for any 
maturity up to 100 years, and at any price 
for which such a bond is likely to sell 
under ordinary conditions.* 


Use of Bond Tables 


Various bond tables are obtainable, 
from pocket size to others quite elab- 
orate, with the bond prices carried out 
from two to six or even more decimal 


to the price of 102.75 (which would be 
1,027,500.00 for a $1,000,000 bond, on 
which the above table is based). This 
yield is a little nearer the figure 1,027,- 
113.13 in the table than it is to 1,028,- 
098.68, so the yield will be approximately 
2.58%. ° 

These particular tables cover bonds 
bearing interest at rates of 3% to 7%, 
with maturities up to 100 years for bonds 
having a rate of 5% or lower and up to 
50 years for 6% and 7% bonds—since 
these high rate bonds are nearly always 
for short maturities. Yields run up to 
5% in the main table and up to 10% in 
a supplementary table which gives the 
yields in gaps of eighths of one per cent, 
instead of .05 of one per cent as shown 
above. Other bond tables have different 
arrangements, but all on the same general 
principle. 

Intermediate rates of interest, such as 





————— 





VALUES, TO THE NEAREST CENT, OF A BOND FOR $1,000,000 AT 4% IN- 
TEREST, PAYABLE SEMI-ANNUALLY 


% Year 1 Year 
,007,407.41 1,014,723.37 
1,014,227.33 
006,910.17 1,013,731.66 

Etc. Etc. 


Net 


Income 2 Years 
2.50 


1,029,085.43 

1,028,098.68 

1,027,113.13 
Etc. 


1% Years 
1,021,949.00 
1,021,206.94 
1,020,465.60 
Etc. 


1 
2.55 Heaney 


2.60 
2.65 
Etc. 








places. One of the best (Sprague’s ““Com- 
plete Bond Tables”) arranges the prices 
as shown in the example herewith. 
Suppose the investor sees a 4% bond, 
due in two years, selling at 10234. He 
turns to 4% bonds in his table, finds the 
column for two years, and runs down it 


*A few readers will be interested to know how 
these tables are compiled. In the following formula 
P represents the price or present worth of the bond. 
C equals the amount of each coupon; for one 
on a 6% bond with interest payable semi-annually 
each coupon would be .o3. N represents the net ield 
per interest period. That is, if the yield of the bond 
was 4%, the net yield each semi-annual period would 
he .o2. n represents the number of interest 
periods. For a 10 year semi-annual bond n would be 
20. The formula is as follows: 


‘ C G+N)"+N—C 
~ ON G@+N)a 


By the use of egestas, the prices of bonds for 
all rates of interest, maturities, and yields are worked 
out and compiled into a table. 

To find the yield of a bond not included in the bond 
tables—the best of which run up to yields of 1o%— 
the most practical way for the average investor is to 
substitute different yields for N in the above formula 
and = arrive at the true valueof N by approxi- 

mation. 





444% for example, or higher rates, such 
as an 8% bond, give no trouble even 
though not included in the table. The 
yield for a 444% bond is just half way 
between the yield for a 4% and a 414% 
bond of the same price and maturity. 
The yield on an 8% bond would be that 
on a 6% bond plus the difference be- 
tween the yield on a 4% and a 6% bond, 
or double the yield on a 4% bond, etc. 
This principle is readily grasped at a 
glance, although, curiously enough, many 
good bond men do not understand it. 
But we cannot apply any similar plan 
to yields higher than shown in the table 
or to longer maturities. There is no way, 
for example, to get a 12% yield or a 200 
year maturity except by working it out. 
I have recently had drawn up a series 
of graphs, to be published in book form 
under the title, “Bond Yields at a 
Glance,” which give a much better idea 
of the principles of bond yields than can 
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be obtained from a table and are also 
much quicker and easier to use than the 
tables. These give bond yields to an ac- 
curacy of about 1/16th of one per cent 
and the liability of error in using them is 
considerably less than with tables. For 
the ordinary investor and in most cases 
for bond men also, I consider these 
graphs decidedly superior to the tables. 

In looking over one of these graphs it 
is seen that the prices of bonds to give 
yields above or below the interest rate 
of the bond, diverge quite rapidly for the 
first twenty-five years, more slowly for 
the next twenty-five, and after fifty years 
- change but little. For example, take a 

4% bond selling to yield 7%: With three 
years to run it will sell at 92; with nine 
years to run, at 80; with twenty-five 
years, at 65; 50 years, 58%. But at 75 
years the price falls only to about 57%, 
and at 100 years to 57. In other words, 
the longer the term of a bond the less 
important is the element of time in af- 
fecting its price. 


A Debated Point 


We have seen that the yield on a bond 
includes interest on interest, and also the 
present worth of a future premium above 
purchase price if the bond is bought be- 
low par. At what rate of interest should 
these calculations be made? 

In the bond tables commonly used, and 
in the formula given in the foot note, this 
rate of interest on interest is assumed to 
be the same as the rate of yield (not in- 
come) on the bond at the given price. 
If an investor buys a bond at a price 
which will give a yield of say 7% it is 
assumed that when the coupons are paid 
to him he will reinvest that money at an 
average rate of 7% also. 

This assumption would be substantially 
true of a very large investor, who was 
constantly cashing coupons and reinvest- 
ing the proceeds, for the average rate at 
which he would reinvest would probably 
be about the same as the average rate at 
which he invested his funds when he 
bought his bonds. Many smaller in- 


vestors also are in a position to use money 
as it accumulates, in such a way as to get 
about the same rate for it as the yield on 
their bonds. 

In other instances, however, this is not 





only one 


An investor havin 
bond, which pays him say $25 every six 
-months, may not be in a position to imme- 
diately reinvest that $25 at as high a yield 


the case. 


as the yield on his bond. If he puts it 
in a savings bank the interest rate will 
of course be lower, in most cases, than 
the yield on the bond. 

Some have contended that the bond 
tables should figure this interest on in- 
terest at a lower rate, but it would be 
difficult to decide at what rate. The 
small investor should bear in mind the 
fact that in case he cannot immediately 
reinvest the returns from his coupons, the 
actual yield to him on his bond will be 
slightly less than shown in the bond 
tables. 

Another slight variation arises from 
the fact that the interest on some bonds 
is payable quarterly instead of semi-an- 
nually. This makes the yield a slight 
fraction higher but the difference is so 
little as to be unimportant to the investor. 


Callable Bonds 


Many bonds contain the provision that 
the company may call them in and pay 
them off at a specified price, usually a 
little above par. The exact yield in case 
they are called may be figured by the 
formula already given. If the bond was 
bought at par or lower, this yield will of 
course be higher than the yield to ma- 
tuiity. If the bond was bought at a price 
higher than that at which it may be called, 
the yield on it if called will be less than 
the yield to maturity. It is customary for 
the investor to calculate his expected yield 
at the lowest rate which he might receive, 
whichever that may be. 

Bonds are usually quoted at a certain 
price “and accrued interest.” That is, if 
the interest was last paid on Jan. 15, a 
buyer on Feb. 15 at a price of 87 would 
pay for his bond ($1,000 par) $870 plus 
tl e interest accrued from Jan. 15 to Feb. 
15. New York Stock Exchange quota- 
tions are on that basis, except for income 
bonds, which are quoted “flat” because 
the payment of the next interest coupon 
is optional with the company. 


In the next article the subject of bond 
ratings will be discussed. 









Many Valuable Suggestions from Our 


Subscribers 





N examination of the suggestion 
received from subscribers in re- 

sponse to our recent request 

printed in the advertising pages 
of this magazine is more than gratify- 
ing. These responses prove that the 
magazine has an unsuually loyal and co- 
operative circle of readers who are deeply 
interested in its success and are willing 
to give us the benefit of their observa- 
tions. 

Every publication has its strong and its 
weak points. We are endeavoring to 
eliminate and strengthen the weak in 
order that our strong may be stronger. 
For a long time we have been discussing 
the advisability of changing the size of 
the magazine. Our readers have decided 
this question for us. The size will re- 
main unchanged. 

The most popular department appears 
to be the “Outlook” and the suggestion 
that it be written as nearly as possible 
to the date of publication will have our 
conscientious attention. 

In the Bond Department, it is sug- 
gested that we add short term notes to 
our Bond Buyers Guide. This will be 
done. 

A very few requests were for a restora- 
tion of the fundamental statistics which 
we formerly ran in table form, and the 
charts of excess deposits, etc., but the 
war has so changed the banking situation 
that these would be of little practical use. 

Some of our readers, interested most 
in educational articles, have requested 
that the magazine be made up so that 
these articles can be torn out complete, 
without interfering with anything im- 
portant on the back. We will endeavor 
to do this, but it is very difficult, owing 
to our desire to crowd in all the informa- 
tion that can be compressed into the lim- 
ited number of pages. 


One very good suggestion that will be 
adopted is that we devote more attention 
to the Partial Payment and Baby Bond 
Business. There are many interesting 
items to be discussed in connection with 
this phase of the investment business and 
it will give us great pleasure to thus ac- 
commodate our readers. 

Our Dividend Tables will be improved, 
also the Investment Inquiry Department 
which was formerly conducted in a little 
more elaborate and detailed way. 

Our readers appear to be interested in 
more graphs and tables showing high and 
low prices, dividends, etc. In order to 
comply with this we should have to de- 
vote thereto a number of pages which are 
now employed for other and more vital 
information. The statistics of this woe 
that a r in the daily papers are fu 
and an. notably those of New York 
dailies. Then there is a very handy little 
volume, The Investors Pocket Manual 
(30c postpaid; issued monthly) earnings 
and other statistics relating to past high 
and low prices, dividends, etc., are there- 
in contained so much more fully than we 
could attempt with our restricted size, 
that we believe the reader’s interest will 
be better served by employing this me- 
dium. 

A number of suggestions were not 
sufficiently unanimous to warrant our 
undertaking to furnish them at the pres- 
ent time. . 

It will be seen from the above that 
many very valuable suggestions have been 
made and we will in the near future and 
without any special announcement, pre- 
pare articles which our readers desire. 
We hope thereby to further merit their 
appreciation and trust that all those who 
have thus favored us, will accept our 
thanks for their very friendly suggestions 
and criticisms. 


WISDOM 


Human wisdom is the aggregate of all human experience, constantly accumulating and 
selecting and reorganizing its own materials.—Judge Story. 
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Investment Inquiries 





This Department aims to supply more in- 
telligent and satisfactory service than can 
be obtained from any other financial publi- 
cation, or bureau. It is in charge of quali- 
fied experts, is conducted at very consider- 
able expense, and the excellence of its work 
is attested by the ever increasing demands 
of subscribers. Hence, the necessity for 
strictly limiting this service to regular sub- 
scribers. Queries from those who are not 
on the regular paid subscription list will be 
answered on receipt of $2. 

The. few samples given herewith are 
condensed summaries of typical inquiries, 
selected from our mails. 


* Russian Securities Not Hopeless 


Ques. What in your opinion are the ulti- 
mate prospects of payment of principal and 
interest of the Russian Internal bonds which 
sold. quite extensively in this country at 
their time of issue. 


Ans. They are speculative and we ex- 
pect some violent fluctuations in them be- 
fore the war is over. Even if the present 
“Government” repudiates them, we hardly 
think that Russia will be successful in main- 
taining such an attitude. The bonds are 
backed by the resources of 180,000,000 peo- 
ple and a country which is quite unde- 
veloped. The natural resources of Russia 
can stand a very large obligation and the 
allied nations are interested in the financial 
condition of the country, as well as its 
ability to meet its debt. While we have not 
been recommending a purchase of Russian 
securities, holders are justified in “sitting 
tight” as developments recently are more 
favorable. 


Galena Signal’s Decline 


Ques. What do you think is the cause 
of the drop in Galena Signal Oil stock? I 
bought the stock at higher prices. 


Ans. It has not declined to any great 
extent in comparison with the majority of 
Standard Oils, which have been inactive in 
the market during the past few months. It 
is a high-grade investment, and the com- 
pany is expanding at a rapid pace. It has 
acquired large interests in Texas, hence the 
new issue of $2,000,000 preferred stock and 
$4,000,000 common. Galena Signal, like the 
majority of Standard Oils, fluctuates widely 
and is unsuitable for the speculative investor 
who cannot afford to assume a substantial 
risk. It is our view that anyone who has 
purchased and holds it, can afford to dis- 
regard temporary market action. 


Canadian Car vs. Liberty Bonds 


Ques. I have twenty-five shares of Cana- 
dian Car preferred. There has been a rise 
in price and I should like to have your 
opinion as to the desirability of selling. It 


will be necessary to sell this or Liberty 
Bonds, or to borrow money. 

Ans. Canadian Car pfd. at 75 appears to 
be about as much as the stock is worth in- 
trinsically. It is true that earnings have 
shown a large increase, and that there is an 
accumulation of about $25 in back dividends. 
Even taking this fact into consideration, 
this preferred issue is not a very attractive 
investment by comparison with a stock like 
Bethlehem Steel new 8% pfd. or Mexican 
Petroleum pfd.., and we believe you would 
be justified in accepting your loss. It would 
be better to sell the stock rather than 
Liberty Bonds which are a sound invest- 
ment. We expect to see Liberty Bonds sell 
very materially higher during the next few 
years, 


Hold Maxwell Scrip 

Ques. Kindly let me know the present 
market for Maxwell scrip and what broker 
quotes? 

Ans. We have received two quotations 
for Maxwell scrip. The market for this 
is very narrow, and it is traded in unoffi- 
ciaily on the New York Curb. Prevailing 
prices are about $80, representing a discount 
of 20%. 

Certain firms specializing principally in 
unlisted securities quote Maxwell scrip. We 
give their names below with prices quoted. 
All Stock Exchange houses can handle the 
make. We advise holding. 


Are Industrials a Buy? 


Ques. It appears to me that industrials 
are too high now to be viewed as bar- 
gains. The rails, on the other hand, appear 
to be livening up. It appears to be reason- 
able to expect an upward swing in the rails 
before the industrials are again on the bar- 
gain counter. 

Ans. We prefer the leading railroads, 
such as Northern Pacific, Southern Pacific, 
Union Pacific, Southern Railway pfd., 
Atchison, etc., for investment, and suggest 
diversifying your funds. This group is as 
good as any for permanent investment and 
is selling at an attractive level. We agree 
that the majority of industrials are no 
longer in the “bargain” class, and although 
the Steels and Coppers may rally somewhat 
further, they are not too conservative. 
Bethlehem Steel new 8% pfd. is one of the 
few exceptions. 


St. Paul’s Long Range Outlook 

Ques. I have some St. Paul which cost 
me an average of 52%. Is it best to sell 
and buy stock in some other road that pays 
dividends and with better prospects? If 
so what shall I buy? 

Ans. St. Paul is not earning its common 
dividend, but the stock has been acting very 
well and is now selling at nearly 50. 
pool is operating and no one can tell what 
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the end of the present speculative meve- 
ment is likely to be. However, it is a non- 
dividend payer, its earnings position is not 
too reassuring, and we believe that it will 
be better for you to sell at or near your 
cost price and transfer the proceeds into 
a road like Chesapeake & Ohio, or into an 
industrial like Maxwell Motors first pre- 
ferred, paying $7 in scrip. Maxwell is not 
only paying a good dividend but earning it, 
and is selling at a low attractive figure. 
Other good railroad stocks are New York 
Central, Atchison, Northern Pacific, South- 
ern Pacific or Union Pacific—all paying 
= dividends and earning them. The 
atter possess better immediate prospects 
than St. Paul, although we believe that over 
a period of years St. Paul should “come 


back” strongly. 


Railroad Dividends 

Ques. 1. Is there any likelihood of the 
deferred dividends on St. Paul preferred 
being paid? 

Ans. 1. It is likely to receive some divi- 
dend. We do not know what will be de- 
clared—not even the directors are sure of 
their ground. The matter is strictly up to 
the Government. Mr. McAdoo is master of 
the situation, and we do not know what he 
will decide ultimately. Colorado Southern 
lst pfd., Wabash A, etc., are “in the same 
boat.” 








Ontario Not An Investment 


Ques. 2. Is Ontario Silver good for a 
rise? I bought 100 shares at 94. Would 
you advise me to hold it indefinitely, say 
for a 10 point rise? 

Ans. 2. Ontario Silver may be good for 
a rise—if Mr. Lawson is correct in his 
judgment. There was an article on Ontario 
Silver in The Magazine of Wall Street on 
page 289 of our May 25th issue. The au- 
thor of the article takes issue with Mr. 
Lawson, and it is our view that Ontario 
Silver is a risky speculation. It is unsuited 
for the investment of a woman’s funds, and 
we advise you to sell, 


A War-Worker’s Investment 

Ques. I have 250 shares of Wright Mar- 
tin com. bought on — at 953. Have 
offered my service for Y. M. C. A. work 
overseas. Cannot pay for stock outright 
before I go. Would you hold or sell? 

Ans. Wright-Martin is a speculation, but 
since you have offered your services over- 
seas we do not consider your investment 
in Wright-Martin, upon margin, a conserva- 
tive one. You will not probably be here 
to take advantage of higher bie which 
may prevail, and we would hardly guarantee 
that you can safely invest your funds in 
Wright-Martin for a year or two, with ab- 
solute safety. 

It has a future, and if you had intended 
remaining in the S. A. we would have 
been prepared to recommend that you hold 





your stock. Better to sell out and invest 
partly in Liberty Bonds, and partly in good 
pfd. stocks like Bethlehem Steel 8% pfd., 
Atchison pfd., Mexican Petroleum pfd., or 
American Woolen pfd. 


Bonds Selling Flat 

Ques. A party here saw in a daily paper 
this statement: “All Foreign Bonds are 
sold flat; that is without accrued interest, as 
are many other leading bonds in the New 
York Market. We have had a controversy 
over it resulting in a bet. Will you kindly 
advise me on both points? 

Ans. Income bonds, adjustment bonds, 
and others which do not pay interest, such 
as Russian bonds, etc., sell “flat.” 

Nearly all poreign bonds, including Cana- 
dian, Japanese, Italian, French, etc., to- 
gether with all others which pay their in- 
terest, sell “with accrued interest” in the 
New York Market. 


United Fruit’s Property 

Ques. In the early part of this year I 
purchased 100 shares of United Fruit at $132 
per share. At no time since I made this 
purchase has the stock sold so high. Will 
you please advise me your opinion of the 
outlook? Would it be wise to sell and take 
a loss, or would it be better to hold? 

Ans. United Fruit’s small decline should 
not occasion any alarm, as the “asked price” 
is only four points under your purchase 
price. The stock sold at 133 this year and 
as high as 154 last year and 169 in 1916. 
Although the company has been war pros- 
perous, and earnings are likely to show some 
decrease due to the heavy taxes the com- 
pany will have to pay, the regular dividend 
does not appear to be in any danger, even 
if no extra dividends are near. 

_There is a revival of activity in the ship- 
ping stocks, and we expect to see a better 
market for such a stock as United Fruit 
during the next two or three months. We 
believe you should hold your shares in the 
meantime in the anticipation that you will 
be — to get better prices when you desire 
to sell. 


Kelly Springfield and Goodrich 

Ques. Kindly advise me which you con- 
sider better for the small investor, Kelly- 
Springfield or Goodrich common. 

_ Ans. We believe Kelly-Springfield Tire 
is a more solid investment than Goodrich 
in spite of the fact that the latter is the 
larger company. Over a period of four or 
five years Kelly-Springfield has shown itself 
capable of earning 30% 











for its preferred 
and nearly 35% for its common. This com- 
pares with about 26% and 934% respectively 
in the case of Goodrich issues. Kelly- 


Springfield has had a better and more con- 
sistent dividend record so far as its common 
stock is concerned; no funded debt, and a 
comparatively small capitalization. 
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ee «ae Status of Midvale Steel 


Its War and Peace Prospects—Squeezing Out the ‘ 


’? 


‘Water 


—Increase in Book Values—Outlook for Stock 








By ARTHUR 





N important growth in the asset 
value of Midvale Steel stock is 
revealed in the table of earn- 
ings herewith. This shows that 

after dividends, war taxes and special 
depreciation, the company has returned 
nearly 60,000,000 solid dollars to the 
property since organization. 

The effect of this has been to squeeze 
out a tremendous amount of water and 
establish substantial additional earn- 
ing power for the stock. Its direct re- 
flection is seen: 

First—In the progressive growth of 
net income, that item for the six 
months ending June 30 last being the 
largest on record for any correspond- 
ing period in the company’s history. 

Second—In the strengthening of the 
company’s working capital, which on 
December 31, 1917, stood at $72,197,- 
000—an increase of $12,815,000 over 
1916, after setting aside the extraordi 
nary tax allowance of $25,700,000. 

Third—The increase in the book 
value of the stock from about $63 in 
1916 to $75 at the end of 1917. The 
present book value is probably sub- 
stantially in excess of that figure. 


Not a Munition Company 


With the addition of the properties 
acquired by purchase since organiza- 
tion, Midvale has been converted into 
anything but a war materials manu- 
facturing concern. Of course it must 
be classed, as virtually all other steel 
companies are at present, as a war 
order company, because the United 
States Government is taking almost 
the entire output, either directly or in- 
directly for war purposes. 

But Chairman W. E. Corey has 
made the statement that materials used 
exclusively for war purposes comprised 


L. BOSTWICK 


only 12.82% of the total business for 
the year 1917. 

Midvale is booked to capacity with 
Government business far ahead. It is 
producing rifles on a special contract, 
and is turning them out at the rate of 
more than 5,000 a day. It is guaran- 
teed a stipulated profit by the Govern- 
ment in addition to reimbursement for 
all special expenditures and will con- 
sequently have no such terrific de- 
preciation charge on rifle account as it 
set up in 1917. 

The new status of Midvale Steel can 
be better appreciated if we take a 
glance at its history. 

The present Midvale Steel and Ord- 
nance Co. was incorporated in October, 
1915. It acquired practically the en- 
tire capital stock of the Midvale Steel 
Co. and the Worth Bros. Co. of Coates- 
ville, Pa. 

These two companies formed the 
basis for the issue of $55,000,000 capi- 
tal stock. Without going into details 
it may be said that the newcomer was 
up to that time, one of the most lib- 
erally capitalized in that long proces- 
sion of “war brides” which were 
paraded before the American public in 
the exciting war markets of 1915. 

Avowedly, the main plant, that of 
the old Midvale Steel Co., was a war 
manufacturing plant. The war had 
rescued it from a state bordering on 
pauperism. But its sudden prosperity 
would have hardly warranted a valua- 
tion of $230 a share for its stock, the 
price paid by the new combine. 

Shortly after organization, the Mid- 
vale Company purchased by issue of 
an additional $20,000,000 stock, the 
Remington Arms Co. of Delaware, a 
company whose most valuable asset as 
it appeared later, was a contract for 
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the manufacture of rifles for the British 
Government. 

Thus a $75,000,000 company was 
built up. The stock par value $50, was 
introduced to trading on the New York 
Curb market at about $60 a share. Al- 
most immediately, it started a sensa- 
tional advance to $98.50 a share With 
equal velocity it lost the greater part 
of that gain before the end of the year, 
and when the excitement had subsided 


able steel men in the country, soon saw 
an opportunity to add to the company’s 
earnings by acquiring additional prop- 
erties. This they lost no time in ac- 
complishing. A controlling interest in 
the Cambria Steel Co. was purchased. 
The price was rather stiff, $81 a share 
in cash, the highest it had ever been 
quoted. 

The purchase involved further fi- 
nancing which took the form of an 


MIDVALE STEEL 
Comparative Income Account (Years Ended Dec. 31) 


Profits From Operations 

Other Income * 
Total Income s 
Deductions, Bond Interest, etc. $1, 572,208 
Depreciation Reserve 3,959,805 
Total Deductions 5,538,013 
Excess Profits Tax * 

Net Income 16,345,784 


Special Depreciation Charge 
Amount Transferred to Appro- 


Indicated Earnings on Stock. . 


*Not reported. 
¢Six months ended June 30. 


somewhat, it was discovered that a 
certain “insider” had been unloading 
an enormous block of stock. He had 
come into possession of his holdings as 
a result of the bargain he made for the 
sale of the Remington Arms Co., which 
as stated cost Midvale $20,000,000 in 
its own stock. 

Needless to say, the other “insiders” 
were very much embarrassed, to say 
the least, by the daring coup of one of 
their own number, especially as he is 
reputed to have sold the stock at an 
average price of between $70 and $80 
a share. A large amount of it was 
taken at those prices by other interests 
connected with the company. And the 
final irony of the whole affair was that 
the rifle contract turned out to be un- 
profitable. 


Purchase of the Cambria Company 


However, the Midvale management, 
which comprised some of the most not- 


1916 
$36,718,819 
887,1 


37,606,018 
2,585,528 
3,560,277 
6,145,805 


1917 

$69,838,254 
1,567,522 
71,405,776 
3,270,877 
6,826,421 
10,093,708 
25,731,910 
35,576,558 


1915§ 
$1,669,488 
13,359 
1,683,847 
13.410 
228,550 
241,950 


23,576,558 


41,461,561 

$17.79 
+Not adjusted till end of year. 
§Three months ended Dec. 31. 


18,656,610 
$15.73 


issue of $25,000,000 more stock, bring- 
ing the total outstanding stock up to 
$100,000,000, and approximately $50,- 
000,000 bonds. The bonds at the time 
represented about as big a load of 
funded debt as the Cambria and Mid- 
vale properties together could comfort- 
ably carry. This was indicated by the 
stringent conditions which the under- 
writing syndicate exacted. But it has 
since been proved that the Cambria 
company added a substantial earning 
power to the Midvale stock. 

Subsequent to the Cambria pur- 
chase, Midvale acquired, without fur- 
ther increase in its capital obligations, 
other valuable properties, including 
iron ore and coal mines, coke ovens, 
ete. 

At present its properties comprise 
the following : 

The plant of the Midvale Steel Co. 
located at Nicetown, near Philadel- 
phia, Pa., which covers 57 acres and 
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employs upwards 6,000 men. It is a 
large producer of armor plate but also 
manufactures steel wheels, tires, forg- 
ings, axles and bars. 

Worth Bros. Co. plant at Coates- 
ville, Pa., occupying 700 acres. This 
plant is supplied with three 500 ton 
blast furnaces, 24 open-hearth furnaces, 
6 plate mills and 1 tube mill. It has a 
capacity of 350,000 tons of basic forge 
and pig iron, annually, and its plate 
capacity is second only to that of the 
United States Steel Corporation. 

The Buena Vista Iron Co., which 
owns a tract of land in Cuba estimated 
to contain 300,000,000 tons of the rich- 
est grade of ore on the island, the ore 
containing 14% nickel. Its value to 
the Midvale Co. lies in the fact that 
the latter is a large manufacturer of 
alloy steels. 

Plant of the Wilmington Steel Co., 
located at Wilmington, Del., which in- 
cludes 50 acres of land, 5 furnaces and 
a number of mills. 

Cambria Steel Co., with 11 blast fur- 
naces, 4 Bessemer converters, 30 open- 
hearth melting furnaces, 13 merchant 
bar mills, 462 by-product coke ovens, 
3 iron, steel or brass foundries, 5 shops 
for finished steel products, 7 coal 
mines, etc., etc., in short an extensive, 
unified organization for the production 
of a wide variety of commercial steel 
products. Cambria is one of the most 
efficiently organized and operated steel 
concerns in the country, thoroughly 
modern in every respect. 

Union Coal & Coke Co., property 
comprising about 5,200 acres of the 
highest. grade gas coal, and 160 bee- 
hive ovens. 

Pittsburg-Westmoreland Coal Co., 
with more than 15,000 acres of high 
grade coal suitable for all purposes in- 
cluding the manufacture of coke. The 
property is partly developed, there be- 
ing eight mines and 300 beehive coke 
ovens in operation. 

The Johnstown Steamship Co., and 
the Beaver Steamship Co., the former 
owning 6 and the latter 2 vessels. 

A 50% interest in the Cambria 
Steamship Co, and the Mahoning 
Steamship Co., the former owning 
three vessels and the latter two. 


Prospects—After the War 

Taking the long range view and 
granting a continuation of the war for 
another eighteen months and capacity 
business for the company during that 
time, regard must still be had for pos- 
sibilities such as additionally increased 
taxes, higher labor and materials costs, 
and rising operating expenses. In the 
meantime, working capital must be 
kept at an inordinately high level be- 
cause of the abnormal operating con- 
ditions, especially with respect to the 
carrying of big inventories, and making 
provision for large tax payments and 
swollen pay rolls. 

The margin over the dividend is and 
is likely to remain large as measured 
by ordinary standards. But ordinary 
standards do not apply. If Midvale in 
normal times could return an average 
of $4 out of $10 or say 40% of its 
common stock earnings to property ac- 
count it would be hardly too conserva- 
tive. 

On the face of things, the company 
is now returning something like two- 
thirds to property for it is showing 
earnings of about $16 and paying out 
only $6 in dividends. But this figure is 
deceptive, for earnings before not 
after taxes, should be taken as 
the basis, and taxes should be 
treated as outgo the same as dividends. 
The reason for this is clear when it is 
considered that profits are on an in- 
flated basis largely because prices are 
up. The money put into new plants 
and inventories now, will naturally 
show a heavy shrinkage in asset value 
and earning power with a return to 
normal conditions, when in fact, the 
earning power of the company’s entire 
investment will decrease heavily. 

In order to offset this adequately ; 
the company should properly return to 
property the same proportion of cash 
disbursements as in normal times, per- 
haps more to provide against the effects 
of a reaction to the other extreme from 
that of prosperity. But last year the 
company earned a net income before 
taxes, of something like $30.50 a share 
and outgo, including taxes was nearly 
$19 a share. Therefore the $12.79 re- 
turned to property represented onlv 
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about 40% of earnings—60% were pai:i 
out. And this year, with taxes great- 
ly increased but with no indication on 
the basis of the showing to date, that 
the balance of earnings after taxes will 
will show an increase, it is obvious that 
the maintenance of the $6 dividend 
rate means the turning back into 
property of a much smaller of earnings 
than 40%. As the war goes on, this 
ratio will have a tendency to decrease 
continuously, unless dividends are re- 
duced. 

‘ While peace may be considered fa- 
vorable from the standpoint of lighten- 
ing the tax burden, the cessation of war 
orders-is likely to bring about such a 
rapid deflation in steel earnings, for a 
time anyway, that the advantage will 
quickly disappear. 


Immediate Outlook 


In the last two quarterly reports, 
tax deductions are net made separate- 
ly but it is presumed that sufficient 
allowance was made to cover them. 

That being the case, it is per- 
haps fair to estimate earnings for 


the second half of the year at the 
same rate as was shown in the first 
six months, which would give earnings 
for the full year equal to about $16 a 


share. In this calculation, such con- 
tingencies as a lowering of the Gov- 


ernment’s fixed price on steel, or a 
downward revision of the profits al- 
lowed on rifle contracts, are not taken 
into consideration as they would in all 
probability have little effect on present 
bookings for the remainder of the year. 
But the factors of increased labor and 
materials costs should be borne in 
nind. They may result in a consider- 
able reduction in the estimate. 

However, the dividend seems se- 
cure for some time ahead, and the fact 
that the stock is currently selling on 
about an 11% yield basis, which is 
considerably out of line with other 
leading independent steel shares, 
leaves room for a good advance. In 
fact the analysis of the stock’s tech- 
nical position made from the study of 
its price movements suggests that 
accumulating has been going on for 
some time. In last May’s rising mar- 
ket, the shares were run up very easily 
and although that move “petered out” 
quickly, there has been no evidence 
that the main holdings were dis- 
tributed. On the contrary the stock’s 
action indicates that further accumula- 
tion has taken place this summer. 

With a satisfactory situation as af- 
fecting the market as a whole, there- 
fore, present conditions favor better 
prices for Midvale. 
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Is American Ice Too 


High ? 


Past Record-of the Company Hardly Justifies Prices at 
Which Securities Are Now Selling—Improvement 
in Earnings Expected But Many Un- 
certainties in the Situation 





By FREDERICK LEWIS 





HE history of fluctuations in 
American Ice stock would 
perhaps make more interest- 
~ ing reading than a study of 
what the company has accomplished 
in its business of distributing ice. 
While the stock has had a meteoric 
career in the market, the company 
in the past ten years has made but a 
very ordinary showing in the matter 
of earnings. 

The earning power of the company 
has shown but little improvement in 
recent years. For example, net in- 
come in the four years 1908-1911 av- 
eraged about $650,000 per annum and 
in the four years 1914-1917 averaged 
$670,000, a gain of only $20,000 per 
annum. ' When the progress that so 
many of our industrial corporations 
have made in the last ten years is con- 
sidered, this cannot be regarded as a 
very promising showing. 


Artificial Ice Plants 


It is true that American Ice is in 
much better shape now than it has 
been in years, as a result of having 
put a large part of its earnings back 
into the property. (See accompanying 
graph.) This money has been used 
for the most part in erecting artificial 
ice plants. The company now owns 
thirteen such plants in the states of 
New Jersey and Pennsylvania, eight 
in Maryland, three in the District of 
Columbia, one in Massachussets and 
fifteen in New York. These plants 
make the company in ordinary times 
more or less independent of the natural 
ice crop. 

The necessity of conserving stocks 
of ammonia for war purposes has 
resulted in an order by the Ice Adminis- 
trator closing most of the artificial 
ice plants in the country, but it is not 
thought that this will adversely affect, 
to any appreciable extent, the earnings 


of the American Ice Co., as it has suc- 
ceeed in harvesting a large natural ice 
crop. This spring the company had 
1,100,000 tons of natural ice in storage, 
the largest amount of ice ever carried 
by the company. In addition the 
company will be allowed to operate 
some of its most modern artificial ice 
plants. 

The price fixed for ice by the Ice 
Administrator is regarded as very fair 
and leaves the company a good margin 
of profit. In fact, there is excellent 
grounds for the belief that the present 
year will prove to be one of the most 
profitable in the history of the 
company. 








AMERICAN ICE 
TABLE I 
Dividend Record of American Ice Securities 
Co. (the Old Company) 
Pfd. Com. 
1899 ... 14% 1% 
1900-1 ... 6 “ rR 
1910-14... 1 
$06 >+ae 
a cos BS see 
Initial quarterly dividend of 14% paid on 
American Ice Co, (new company) preferred 
paid April 25, 1917, same rate since. 








American Ice Co. is capitalized as 
follows: Preferred stock, 6% non- 
cumulative (par $100), authorized $15- 
000,000, outstanding, $14,920,200 ; com- 
mon stock (par $100), authorized 
$7,500,000; outstanding $7,161,330; 
bonds outstanding, $6,203,410. 


Dissolution of Holding Company 

From 1905 to 1917, the American Ice 
Securities Co. owned $14,858,300 of the 
$15,000,000 old 6% cumulative pre- 
ferred stock and $7,061,670 of the $7,- 
500,000 common stock of the American 
Ice Co. In January, 1917, it was 
arranged for the sake of economy to 
wind up the American Ice Securities 
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Co., which had outstanding $19,047,300 
stock and $2,972,650 6% debentures. 
To provide funds to redeem the deben- 
tures, American Ice Securities stock- 
holders were offered the privilege 
to subscribe, to the extent of 30% 
of their holdings, to 57,156 shares 
of new 6% non-cumulative preferred 
stock, par $100, of the American Ice 








AMER. ICE EARNINGS 
YEARS ENDED OCT.3!. 
90809 10 ‘ll i213 4 'B KG IT 


Hundred Thousands of Dollars 











Co., at $66 a share, with a bonus of 40% 
in American Ice Co. common stock. 
The debentures were redeemed on 
March 31, 1917, and all other indebted- 
ness of the American Ice Securities Co. 
paid off. On May 4, 1917, the latter 
company was dissolved and the remain- 
ing assets distributed among its stock- 
holders, each stockholder receiving 
48% in preferred and 25% in common 
stock of the American Ice Co. for his 
holdings in the American Ice Securities 
Co. and 60 cents per share in cash. 
Table II shows the price range of the 
stock of the American Ice Securities 
from 1906 until the company was dis- 
solved and the price range of American 
Ice Co, common stock 1917 to date. 
Earnings 

The year ended October 31, 1917 was 

the second best period for the American 





Ice Co. in the past-decade. After al- 
lowing for 6% on the preferred stock, 
the balance was equal to 2.8% on the 
common stock. In 1916 and 1915 
earnings were equal to 4.72% and 
3.53% respectively on the preferred 
stock. The average net income for the 
ten years 1908-1917 equaled 4.98% on 
the preferred stock. As far as the past 
record of the company is concerned, 
therefore, the common would appear to 

ave little value. 

A glance at the balance sheet of the 
company as of October 31, 1917, shows 


AMERICAN ICE 
TABLE II 
Price Range of American Ice Securities 
(Old Company) Stock 

High Low High 
1906....947% 35% 1912... .303%%4 
1907... .88 8% 1913....273%4 
1908....317% 12% 1914....3234 
1909....424%, 18% 1915....35 
1910....29%, 16% 1916....32% 
1911....25% 16% 1917... .323%4 

American Ice Co. Common Stock 

High Low High Low 

1917....16% 87% 1918....35% 11% 


only a fair financial condition. Work- 
ing capital stood at $1,060,694, which 
does not seem very large when the fact 
is considered that the company’s total 
capitalization is $28,286,500. The 
company places a value on its good 
will, ice rights, etc. of $17,020,463 and 
values its property at $15,039,646. 
Position of Stock 


American Ice stock has in the past 
been subjected to many violent fluc- 
tuations in the stock market, great 
things have been predicted for it, but, 
as the record of the company shows 
these hopes hhave not been realized to 
date. In fact, what the company has 
accomplished so far in earnings would 
not justify a price for the stock any- 
thing like what it is now selling for. 
The common stock can, therefore, be 
regarded as discounting an improve- 
ment in the company’s business in the 
future. Will this be fully realized is 
the question? It is a question that 
can hardly be answered because of the 
many uncertainties that face the com- 
pany. In the first place the price of 
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ice is being regulated by the Govern- 
ment, and while the present price is 
regarded as satisfactory by the com- 
pany, it is quite possible that it may 
be reduced in the future. In fact there 
has been considerable pressure exerted 
by the public and press to have the 
price cut. The company’s operating 
cost are higher and are likely to in- 
crease still more while the war is on. 

Under these circumstances the 
present price of 34 would seem to be 
rather high. The stock is up over 22 
points from this year’s low level and 
should be regarded as a doubtful pur- 
‘hase at this level. 

The preferred stock at present levels 


of around 50 yields 10%, but the divi- 
end can hardly be regarded as ab- 


AMERICAN ICE 
TABLE III 


Controlled Companies—Outstanding Stock, 
All Owned by American Ice Co. 


Knickerbocker Ice Co. (of N. J.) $1,000,000 
John Hancock Ice C 50,000 
Boston Ice Co., 

Merchants Union Ice Co. 

Knickerbocker Steam Towage ... 
Knickerbocker Ice Co. (Phila.)... 














solutely secure and the preferred stock 
should also be classified as specula- 
tive. 














Depression After the War? 





We are reading numerous articles 
and letters as to what will happen, in- 
dustrially and financially, after the war 
ends. About half of the economists 
and writers predict the most prosper- 
ous period in our history, while the 
other half predicts adversity and 
gloom, 

So far as we know, no commission 
or committee has been appointed to 
analyze conditions and to forecast re- 
sults, such as has been done by a com- 
mittee in Birmingham, England. 

The following is a part of the report 
of U. S. Consul E. Haldeman Denni- 
son at Birmingham to the Department 
of Commerce: 


“A special committee of the Birmingham 
Chamber of Commerce has prepared a memo- 
randum on the question of financial risks at- 
tached to the holding of trading stocks after 
the war. The report states that while, on the 
whole, there does not at present exist a finan- 
cial inability to hold trading stocks, such in- 
ability will exist after the war to a consider- 
able degree, even as regards the restricted 
quantities of stocks that are likely to be ob- 
tainable. Further: . 

“*Taking trade as a whole, there will be 
serious depression after the war, owing to 
many factors which will operate. This de- 
pression will be great, immediate, and will 
continue for a long period. It will particu- 
larly affect the luxury trades. Among the 
reasons for this opinion are: The Government 
will immediately cancel the munition contracts ; 
there will be a considerable shortage of ton- 
nage and a serious lack of railway facilities, 
owing to inadequacy of rolling stock, etc.; 


much dislocation of trade and industry will be 
experienced during demobilization; trade or- 
ganization, which was proceeding, will neces- 
sarily be delayed, pending the settlement of 
satisfactory relations between employers and 
employed; and much time will be occupied by 
works and factories in changing over from 
the production of munitions of war to the pro- 
duction of articles of peaceful commerce.’ 

“With regard to remedies or palliatives, the 
committee makes the following suggestions: 

““A certain amount of control, both in the 
price and in the distribution of materials and 
commodities, will be desirable and necessary 
at the close of the war, but this should be 
withdrawn at the earliest possible moment. 
Treasury restrictions on the issue of new cap- 
ital should be removed. Dividends should not 
be limited. Anti-dumping legislation should 
be enacted, providing at least for an additional 
customs duty equal to the difference between 
the invoice price for export and the fair home 
market value in the exporting country. A cer- 
tain portion of the excess-profits duty now 
taken by the Government should be placed to 
reserve for the purchase and holding of trad- 
ing stocks after the war. Repayment of ex- 
cess profits in recoupment of later losses or 
deficiences should operate over a period of at 
least four years instead of two years, at at 
present’.” 

While we do not think that our in- 
dustries, and particularly our railroads, 
will fare as badly as will those of Eng- 
land when peace comes, we do look for 
depression, in many lines, when our 
munition plants close and throw mil- 
lions of men out of employment at 
record high wages, when millions of 
soldiers are being demobilized and are 
returning to the peace industries. 
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CHESAPEAKE & OHIO — Report — 
Gross earnings for June were $5,992,909 as 
compared with $4,624,409 in June, 1917. Net 
operating income for June was a deficit of 
$123,262 as compared with $1,204,381 in 
June, 1917. Gross earnings for 6 months 
ending June, 1918, were $30,040,973 as com- 

ared with $26,032,212 in 1917. Net was 

a as compared with $7,405,399 in 
1917. 


CHICAGO, BURLINTON & QUINCY 
—Road Unionized—After more than 30 
years of non-unionism Burlington has be- 
come a union road. Six thousand members 
of the shop crafts, through delegates to a 
convention, formed a union, and sent a 
committee to Burlington officials to notify 
them of their action. The men stated that 
Director-General McAdoo would not per- 
mit members of new union to be discharged 
for organizing. 


CHICAGO & EASTERN ILLINOIS— 
Report—June gross was $2,202,990 as com- 
pared with $1,797,835 in 1917. Net for the 
month was a deficit of $390,498 as com- 
pared with $394,669 in 1917, a surplus. Six 
months gross ending June was $11,250,237 
as compared with $10,047,319 in 1917. Net 
operating income for the period was $306,- 
469 as compared with $2,283,483 in 1917. 


CHICAGO, MILWAUKEE & ST. 
PAUL—Advocation of Electrification—Re- 
marks made by Director-General of Rail- 
roads McAdoo advocating electrification of 
railroads was particularly pleasing to bond- 
holders for reason that proceeds of some 
of bond issues were used for purpose of 
electrification of its lines. In January, 1917, 
$25,000,000 general and refunding mortgage 
“A” 4%s of 2014 were sold and proceeds 
used largely to reimburse company for ex- 
penditures made in connection with electri- 
fication of Puget Sound line. It is expected 
that St. Paul will receive special considera- 
tion in its contract with Government be- 
cause of large investment of capital in ex- 
tending its lines to Pacific Coast and elec- 
trification of most of that line. Active bond 
issues have recently showed improvement 
marketwise, particular general and refund- 
ing “A” 4%s and “B” 5s, which have been 
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selling at approximately 5 points above low 
of year. 


CHICAGO, ST. PAUL, MINNEAPOLIS 
& OMAHA—Jurisdiction of Federal Mer. 
Extended—A. W. Tremholm, Federal Mer., 
with headquarters at St. Paul, Minn., has 
also been appointed Federal Mgr. of the 
Minneapolis Eastern, Minnesota Transfer, 
St. Paul Bridge & Terminal and St. Pau! 
Union Depot Co. Mr. Trenholm also has 
jurisdiction over terminals of all railroads 
entering St. Paul and Minneapolis. 


CLEVELAND, CINCINNATI, CHI- 
CAGO & ST. LOUIS—Sale of Equipment 
Trusts Authorized—Ohio Public Utilities 
Commission has authorized to sell to Fed- 
eral Director of Railroads $1,854,000 of a 
$2,370,000 equipment trust certificate issue 
it was authorized to issue and sell in 1917 
for not less than 93. The company also was 
—e to change interest rate from 5 
to ° 


ILLINOIS CENTRAL—Joint Bonds 
Offered—A block of Illinois Central R. R. 
and Chicago, St. Louis & New Orleans R. 
R. joint first refunding mortgage 5% gold 
bonds of 1903, due Dec. 1, 1963, have been 
offered. Authorized, $120,000,000;  out- 
standing, $33,348,100. These bonds are joint 
and several obligations of the Illinois Cen- 
tral R. R. and Chicago, St. Louis & New 
Orleans R. R. They are secured by a di- 
rect mortgage, subject to prior liens for 
which provision has been made on 1,512 
miles of road owned in fee, including the 
bridge over the Ohio River at East Cairo, 
with its Kentucky approach. In addition 
they are secured by a lien on terminal 
properties in New Orleans, La., and Mem- 
phis, Tenn., valued at $8,806,368, a lien on 
leasehold and trackage rights to 160 miles 
of road, and a lien on terminal properties 
in Louisville, Ky., Evansville, Ind., and else- 
where. 


MISSOURI, KANSAS & TEXAS—Un- 
able to Meet Interest—Receciver’s certifi- 
cates to amount of $2,241,000 were due Aug. 
15, but Receiver C. E. Shaff was able only 
to meet interest and was obliged to ask 
holders of certificates for an extension of 
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six months. Receiver’s certificates due Aug. 
15 are balance of an issue of $3,000,000 
bearing interest at the rate of 5%, and hav- 
ing a maturity of 18 months. At the office 
of company it was said that a large majority 
of holders of receiver’s certificates had 
agreed to the six months’ extension at 6%. 
The funds required to meet the interest 
payment were proceeds of rental payments 
made by the Federal Railroad Administra- 
tion. 


NEW YORK, CHICAGO & ST. LOUIS 
—Earnings—$5,295,388 for 1918 as compared 
to $4,358,640 in 1917. Surplus after charges 
was $355,541 as compared to $334,012 in 
1917. 


NEW YORK, NEW HAVEN & HART- 
FORD — Improvements — Company is en- 
ergetically prosecuting its improvement and 
construction programme. It is estimated 
that it will take fully $10,000,000 to com- 
plete work scheduled for 1918 and approxi- 
mately $14,000,000 more to finish up work, 
scheduled for 1919. The road recently re- 
ceived a loan from the Government of 
$3,000,000 for an indefinite period at 6%. 
This will give it funds for immediate use, 
but there will have to be raised to pay for 
balance of 1918 construction $7,000,000. 
While road will make every effort to obtain 
this money from outside sources, it is be- 
lieved if it is unsuccessful Government will 
again come forward. 


_PENNSYLVANIA — Constructions — 
Construction was commenced on a new en- 
gine terminal at its Gardenville yards, to 
cost over $700,000. Contract was awarded 
to Irwin & Leighton for construction of 
new shop buildings at Pitcairn, Pa., to cost, 
with equipment and machinery, about $1,- 
000.000. 


PITTSBURGH & WEST VIRGINIA— 
Report—Gross for June was $162,129 as 
compared with $137,223 in 1917. Net was 
a deficit of $49,614 as compared with a sur- 
plus of $41,684 in 1917. Gross for six months 
a June, 1918, was $856,712. Net was 
$51,514. 


READING—Payment of Federal Taxes 
-Besides the Philadelphia, Germantown & 
Norristown R. R. there appeared to be but 
one other Reading subsidiary where ques- 
tion as to whether lessor or lessee should 
pay excess profits tax would likely be con- 
tested. This is Mill Creek & Mine Hill 
Navigation & R. R. Co., which, like Phila- 
delphia, Germantown & Norristown R. R., 
is guaranteed dividends totaling more than 
8% per annum under lease. As regards a 
number of other Reading leased subsid- 
iaries, which are guaranteed smaller rates 
of dividends, question as to whether income 
tax be paid by lessor or lessee is pertinent. 
Tax clauses in various leases are not iden- 





tical, having been drawn at different times. 
The contention of controlling road is, that 
when leases were drawn it was not within 
contemplation of either party to lease that 
there would ever be a Federal excess profits 
or income tax, and that, therefore, a judicial 
determination construing leases is proper. 
Hence, recent suit brought in courts in case 
of Philadelphia, Germantown & Norristown 
R. R. vs. the Philadelphia & Reading Ry. 
The Philadelphia, Germantown & Norris- 
town R. R. has begun to make provision 
against possibility of courts deciding that 
it will have to stand payment of excess 
profits tax by setting aside 25c a share out 
of quarterly dividend and reducing rate for- 
merly paid stockholders by that amount. 
The Cattawissa R. R., another road in the 
Reading system, reserved a nominal amount 
out of its dividend to provide against pay- 
ment of income taxes. 


SOUTHERN PACIFIC — Convertible 
Bonds—Since publication of Southern Pa- 
cific Co.’s annual report for 1917, which 
showed remarkable financial improvement 
in company, convertible bonds of company 
had shown substantial price improvement 
over the low prices of year. Southern 
Pacific convertible 5s closed Aug. 13 at 90%, 
compared with a high of 104% in 1917, while 
convertible 4s closed at 79}4, compared 
with high price of 8834 for 1917. Southern 
Pacific convertible 5s, due June 1, 1934, are 
a direct obligation, but not secured by a 
mortgage. They are redeemable as a 
whole only, on June 1, 1919, or any interest 
date thereafter, at 105 and interest on 90 
days’ notice. The convertible feature pro- 
vides that they may be converted into com- 
mon stock at par on or before June 1, 1919. 
There are $54,345,000 of these bonds out- 
standing which were sold to stockholders 
at par, March 9, 1914. Southern Pacific 
convertible 4s, due June 1, 1929, are a direct 
obligation of company, but not secured by a 
mortgage. They are convertible on or be- 
fore June 1, 1919, into common stock at 
$130 a share. They are redeemable at 105 
and interest on any interest date upon 90 
days’ notice. There are $81,151,910 of 
these bonds outstanding, which were of- 
fered to stockholders at 96 and interest. 
Southern Pacific’s earnings in 1917, after 
allowing for fixed charges and sinking fund, 
were equivalent to $17.65 on capital stock 
outstanding. Its invested surplus as of 
Dec. 31, 1917, totaled $250,935,823, an in- 
crease of $40,659,061 over 1916. Should 
company at any future time decide to use 
its vast surplus funds to reduce funded 
debts, it would probably call bonds having 
redemption and convertible features, such 
as those described above. 


TEXAS & PACIFIC—New Receiver— 
Pearl Wight has been appointed sole re- 
ceiver of properties by U. S. District Court 
for Western District of Louisiana. 

















———— 
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AMERICAN BEET SUGAR—Extra Div- 
idends Not Likely—Beet Sugar common 
lately had been giving a sorry account of 
itself marketwise. Only about five points 
separate current price from low of the year. 
It is apparently realized that with company 
operating under adverse conditions while 
selling its sugar at fixed prices, extra divi- 
dends are shelved for time being at least. 
On March 1, 1917, company paid an extra 
of $12 per share out of big earnings of that 
fiscal period, which amounted to $38.84 per 
share of common, The $8 dividend has 
been provided for by advance declaration 
until January, 1919. Subsequent payments 
will be adjusted to accord with margin over 
expenses which Government sugar prices 
permit the company to earn. 


AMERICAN COTTON OIL—$5,000,000 
7% Notes All Sold—Announcement was 
made that the $5,000,000 of one-year 7% 
notes of American Cotton Oil Co. offered 
had been sold. They were disposed of on 
a 7%% basis. Half of new issue is to retire 
$2,500,000 notes maturing Sept. 1, and bal- 
ance of proceeds will be added to working 
capital. 


AMERICAN INTERNATIONAL—Suc- 
cess of Fabricated Shipbuilding Plan As- 
sured—With launching of the Quistconck on 
scheduled time success of this company’s 
venture into fabricated shipbuilding seemed 
assured. American International's orders 
are for a total of 180 ships, of which 110 are 
Class A, or 7,500-ton vessels, remainder 
being 8,000-ton vessels. The aggregate cost 
of these ships, including construction of the 
Hog Island yard, is placed at $315,000,000. 
The entire work of building yard and turn- 
ing out 180 ships, it is estimated, will take 
between two and three years. An idea of 
magnitude of work is obtained when it is 
considered that company’s average monthly 
expenditures is $10,000,000, against a 
monthly éxpenditure of $2,500,000 by United 
States on Panama Canal. American Inter- 
national’s fees for building of the 180 ves- 
sels will range from $8,400,000 to $11,000,000, 
depending on time for completion and costs. 


AMERICAN WOOLEN—New Addition 
—Has completed plans for building a new 
wool washing unit for Washington mill at 
a cost of $750,000. American Woolen’s 
plant expansion in recent years and since 
organization, all financed from earnings 
with exception of Wood and Ayer has been 
notable. In Spring of 1899, when company 
was put together, there were but ten plants 
—by 1907 hey had grown to 30—by 1913 to 
40 and now they number 53. With prac- 
tically its entire output for Government ac- 
count, American Woolen’s forward busi- 
ness does not vary greatly from month to 


month. Total bookings are approximately 


$90,000,000. 


BALDWIN LOCOMOTIVE—10 Loco- 
motives Daily—In first six months of 1918 
built 1,644 locomotives of all kinds, which is 
at the rate of 3,288 a year. In calendar year 
1917 company built 2,737 locomotives of all 
kinds and in 1916 1,989 engines. The com- 
pany is turning out between 300 to 350 
locomotives of all kinds per month, or 
slightly better than ten a day. 


BARRETT—Special Meeting for Merg- 
ing Subsidiaries—Directors decided to calla 
special meeting of stockholders to author- 
ize plans of dissolving subsidiary companies 
and consolidating business of the company 
under the title of Barrett Co. of New Jersey. 
No date was set for special meeting. 


COLORADO FUEL & IRON—Indus- 
trial Conference Plan—Monthly bulletin re- 
ported features of a visit of John D. Rocke- 
feller, Jr., in June to Pueblo, Colo., plant, 
one being a joint conference of officers and 
representative workers at steel works. In 
an address Mr. Rockefeller claimed success 
for industrial conference plan adopted by 
company three months previously. 


GASTON WILLIAMS & WIGMORE— 
Sued—Has been made defendant in a suit 
for $250,000 instituted in the Supreme Court 
in New_York by Hilary Rosencrantz, for- 
merly Far Eastern manager. According to 
the complaint defendants made a contract 
with Rosencrantz and Joseph Keegan by 
which they were to organize a branch for 
firm in the Far East and to operate it for 
five years from Sept. 1, 1915. The plaintiff 
claims he was discharged without reason. 


GENERAL CIGAR—Acquisition—Com- 
pleted negotiations for the taking over of a 
large Middle Western cigar manufacturing 
concern. Has four large factories with a 
yearly output of better than 150,000,000 
cigars. It was stated that price involved in 
transaction is something under $1,000,000. 


GENERAL ELECTRIC—Wage Increases 
—Wage increases awarded by National 
War Labor Board to employes of the Gen- 
eral Electric Co., Schenectady, N. Y., plant 
would add $2,000,000 a year to payroll. The 
award is retroactive to first week of May, 
and back pay alone will aggregate about 
$675,000. Between 16,000 and 18,000 em- 
ployees will be benefited out of 20,000 at 
work in the Schnectady plant. With 13,000 
employees at Lynn chances are that what- 
ever wage increases are granted will be 
sufficient with Schenectady increases, to ex- 
pand company’s payroll at least $3,000,000 
annually, or a sum nearly equal to $3 a 
share on stock. 


INTERNATIONAL AGRICULTURAL 
—Earnings—Earnings for the year ended 
June 30, 1518, are estimated at approximately 
$2,700,000, or considerably in excess of 
earlier expectations. For the previous fiscal 
year the earnings after charges were $1,- 
216,492. 
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INTERNATIONAL NICKEL—Condi- 
tion Best in History—Two reasons why re- 
port for the quarter showed such a small 
excess over common dividend requirements, 
principal one being increased reserve for 
United States taxes. This item was placed 
at $1,322,909, which compares with about 
$675,000 reserved in same quarter of 1917. 
Thus this year’s reserve was equal to 79c 
a share on common, and reserve for the 
June 30 quarter of 1917 was equivalent to 
but 40c a share on the common. The other 
item which affected earnings was the com- 
pletion of the Port Colbourne, Ont., refin- 
ery. This plant was under construction for 
a year and a half and was placed in opera- 
tion on July 1. More than $5,000,000 was 
spent out of earnings for this plant and, as it 
was finished in the June 30 quarter, large 
payments had to be made from earnings in 
that period. A glance at balance sheet 
shows financial condition on June 30 was 
better than any time within the past year. 
Cash and investments in Government se- 
curities were $1,449,969 greater than at end 
of September, 1917. Inventories of $7,- 
384,507 at close of June were probably the 
largest ever had. They were about $560,000 
larger than previous quarter. This increase 
is undoubtedly to meet the initial require- 
ments of the new refinery in Canada. The 
reserve of $1,322,909 made for United States 
taxes in June 30 quarter is unquestionably 
high. At least it is double amount set 
aside in the same quarter of 1917. The 
management is of a very conservative type 
and habitually sets aside liberal reserves, 
taxes included. An instance of this policy 
is found in reserve for United States taxes 
for nine months ended Dec. 31, 1917. 


INTERNATIONAL PAPER—Earnings 
Reflect 3-Cent Price—Showing of earnings 
for quarter to March 31, 1918, reflected 3- 
cent newsprint. Company earned after in- 
terest, taxes and depreciation $620,846 for 
period, or at the annual rate of $10 per 
share on $24,709,430 6% pfd. stock, as com- 
pared with $35 a share earned on the same 
stock in the 1917 calendar year. Has been 
granted an increase in selling price of 
newsprint to $3.10 a hundred pounds, re- 
troactive to April 1. Theoretically, this 
should make for increased earnings in suc- 
ceeding months, but freight rate increase 
and wage advances have ruthlessly inter- 
vened, with probable result that second 
quarter year was little if any more profit- 
able than the first. With other newsprint 
manufacturers, is arguing its case for a still 
higher selling price. Upon decision of au- 
thorities in this case will depend whether 
or not there is any substantial equity in the 
1918 earnings for $19,750,000 common stock. 


PIERCE ARROW-Arrangements for 
Aircraft Motors—Arranged with Wright- 
Martin Aircraft Corp. for manufacture of 





It is under- 


Hispano-Suiza Aircraft Motor. 
stood that Wright-Martin Co. will be paid 
a royalty by Pierce-Arrow Co. on this grant. 
The Wright-Martin Co. has exclusive con- 
trol of the Hispano-Suiza Motor in the 


United States. The Pierce Arrow Co., in 
order to undertake production of these mo- 
tors, arranged to curtail its output of pass- 
enger cars. It is plan of Pierce Arrow Co. 
to have an output of 30 Hispano-Suiza 
motors per day by the first of 1919, while 
eventually it is proposed to increase pro- 
duction to 50 motors per day. 


UNITED STATES STEEL—Steel De- 
liveries—Notwithstanding hot weather steel 
deliveries in third quarter of 1918 likely 
would exceed those in the second quarter, 
in which period record earnings of over 
$153,000,000 were shown. Taxation is not 
bothering the company, as the quarterly 
reports provided for maximum taxation, so 
that any readjustment in that item would 
be downward. In the second quarter U. S. 
Steel showed a surplus for the common at 
the rate of nearly $32 a share annually. 
For first half of 1918, Steel’s surplus after 
dividends was at the annual rate of about 
$30.50 annually. First quarter’s earnings 
before taxes were $88,500,000, compared with 
$153,000,000 in second quarter. Therefore 
last half of 1918 is expected to show a large 
increase in earnings over first half. For 
the first half of 1918, Steel’s surplus after 
dividends amounted to about $35,000,000, 
and it would not be surprising if total sur- 
plus after regular pfd. dividends and 17% 
on common for 1918 ran between $75,000,000 
and $100,000,000. 


WHITE MOTOR—Earnings—One of the 
few important motor companies that has 
benefited directly and legitimately from the 
war by virtue of fact that its truck business 
has overshadowed passenger car activities. 
Position in truck filed is thus so pre-eminent 
and its earnings position so sound while 
war lasts that important New York bank- 
ing interests have been recommending the 
stock as a war motor investment. It re- 
cently advanced above 46, up nearly 10 
points from its low of early January. Its 
1918 output of trucks will be between 10,000 
and 11,000, whereas a year previously it was 
under 6,000. From France or the United 
States will come orders sufficient to keep 
the plants busy until the war is over. It is 
probable that White Motor profits for 1918 
will run up to $5,759.000 or approximately 
50% ahead of 1917. Earnings on 320,000 
shares of stock—there is but one class of 
stock—should be at least $18 a share. With 
respect to working capital, it is better fixed 
than any of motor companies, net quick 
assets amounting to nearly $43 per share, or 
within a few points of the current price for 
stock. By end of 1918 expects to have $50 
a share in “net quick.” 
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Third Sa s Problem 


Higher Fares Necessary to Save the Property—Prospect 
for Relief Rather Hazy—Outlook for Stock 





By PRESTON S. KRECKER 





OR the third time in its history the 
Third Avenue Railway Co. faces 
3} a crisis which may have serious 
results unless its efforts to in- 
crease its fares prove successful. As a 
result of decreasing revenues and in- 
creasing costs of operation the company 
has been forced to suspend payment on 
its 5 per cent adjustment income bonds, 
of which $22,536,000 are outstanding 
while its margin of earnings above in- 
terest on its first mortgage and refunding 
bonds and the $6,542,100 bonds of sub- 
siduary companies, or $31,012,100 in all, 
is small. 

No interest has been paid on the ad- 
justment income bonds since October 1, 
1917, while for the period between April 
1, 1917, and October 1, 1917, the interest 
was reduced to the rate of 244% a year. 
Since its reorganization in 1910, the com- 
pany has paid dividends on its $16,590,000 
capital stock during only one year, that 
of 1916, when 4% was paid in quarterly 
installments of 1 per cent. 

Just how unfortunate it was for the 
company that it should have been 
plunged into this war with its employees 
is revealed by a study of the comparative 
statement of income given in Table 1. 
Gross revenues from passenger traffic had 
expanded progressively for the first seven 
years of the reorganized company’s his- 
tory and reached their zenith in 1916, 
when they totaled $11,136,370. Com- 
pared with those for 1910, they thus 
showed an increase of 34%. During 
that period the company had been busy 
in overcoming the handicap incidental to 
the development of new territory (258 
miles or 80% of its total trackage are 
Iecated in the rather thinly populated 
areas of Bronx Borough, New York, and 


in Westchester County), but by 1916 the 
company was able to reap full benefits 
from its pioneer work in the largest gross 
and net operating revenues in its history. 

Then came the strike year of 1917, 
when all that it had gained was lost and 
more to boot in one disastrous period. 
Passenger traffic, as will be seen from 
Table II, dropped from 226,414,788 rev- 
enue passengers in 1916, to 180,997,212 
in 1917. Gross operatitng revenues de- 
creased 34% or from $11,136,370 in the 
former year to $8,972,649 in the latter 
fiscal period, while net operating income 
after taxes showed the alarming shrink- 
age of 75%, dropping from $3,480,054 


TABLE I 
Comparative Income Account 


Net Op. Times 
Income Earned 
Gross Op. After Fixed Net for 
Revenues Taxes Charges Stock 
-$ 8,299,347 $2,670,361 2.69 $1,627,640 
9,084,468 2,916,478 2.68 1,840,395 
3,077,583 1.67 1,391,256 
3,042,015 1.42 916,306 
3,121,396 1.25 626,306 
3,178,645 1.26 694,043 
3,480,054 1.37 991,073 
890,358 0.39 *1,622,326 
2,063,210 0.82 * 457,296 


1910.. 
1911... 
1912... 
1913... 
1914... 
1915... 
1916... 
1917... 
1918.. 
*Deficit. 


to $890,358, resulting in the conversion 
of a surplus before dividends of $991,- 
073 at the end of 1916 to a deficit at the 
end of the following fiscal period of 
$1,622,326. This left the company badly 
weakened and ill prepared for the rapid 
evolution of economic changes attendant 
upon the entry of the United States into 
the war. 
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Higher Operating Costs 


But the strike, after all, was a mere 
episode in the company’s history and it 
could have recovered readily enough 
from that setback but for the funda- 
mental difficulties created by the rapid ad- 
vance in costs of operation combined with 
a stationary earning basis as represented 
in fixed fares. During the first four 
years subsequent to the 1910 reorganiza- 
tion, the ratio of operating expenses to 
revenues held at almost an even figure. 
In. fact the operating ratio of 62.76 in 
1913 compared with 62.74 in 1910. But 
it rose in 1914, the first year of the war, 
to 64.53 and with the exception of 1916 


compared with the strike year, reduc- 
ing the deficit of $1,622,326 at the end 
of 1917 to only 457,296 at the end of the 
fiscal allowance for interest on the in- 
come adjustment bonds. 

In spite of this recovery, total operat- 
ing revenues the past year were smaller 
than in either of the three years preceding 
1916 while gross income was the smallest 
with one exception in five years and net 
income also was the smallest of any pe- 
riod since 1912 with the single exception 
of 1917. On the other hand operating 
expenses last year were approximately 
a million dollars ($985,725) greater than 
in 1913 and were indeed the largest for 








Millions of Dollors 
w Ss 


5 





THIRD AVENUE'S INCOME 
YEARS ENDED JUNE 30. 


Deficit 


*Dividend of 4% paid during this year. 











continued to rise, soaring to 81.22 in 1917, 
the strike year, and dropping again the 
last fiscal year to around 71%, which 
probably may be regarded as more truly 
reflecting the war conditions. 

This rising trend of operating income 
has resulted in a progressive decrease in 
net income and a steady decline in the 
margin of net earnings above fixed 
charges, so that whereas in 1910 the com- 
pany earned its fixed charges 2.69 times, 
in 1916, which was the banner year, it 
earned them only 1.37 times. In the 
last two years it has failed to earn them 
fully although gross operating rev- 
enues did recover signally last year 





any year in the company’s history. 

(o show how serious the situation had 
become it is only necessary to state that, 
while the company carried 7,759,142 more 
passengers in the year ended June 30, 
1918, than during the year ended June 
30, 1913, its net income shows an actual 
decrease last year of $1,374,254 com- 
pared with 1913. 

There is every indication that the ratio 
of operating costs will continue its up- 
ward trend during the war period. Take 
the wage question alone as proof. Al- 
though the company has increased its 
rate of compensation to employees ma- 
terially, there is reason to believe that 
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further increases will be necessary. The 
company is fully aware of this and has 
agreed that in the event that its petition 
for higher fares is granted, part of the 
increased revenues will be disbursed in 
larger pay to car men. 

Table III shows how rapid has been 
the increase in wages paid to Third Ave- 
nue Railway Co. carmen since the war 
began. In 1913 the average compensa- 
tion paid per man was $864.71. In 1916 
it had increased to $922.75 per man and 
during the fiscal period ended June 30, 
1918, it had advanced to $1,074.32. This 
is an increase in five years of $209.61 or 
24% in average compensation. It is 
worth while noting that the increase in 
gross wages paid by the company during 
the same period has not been commen- 
surate. This item, which was $3,501,234 
in 1913, had only increased to $4,040,572 
in 1918, an increase of $539,338 or 15% 
compared with a rise in individual aver- 
age compensation of 24%. The explana- 
tion of this difference is seen in column 


TABLE II 
Passengers Carried 


Revenue Transfer Total 
Passengers Passengers Passengers 
.. .- 196,675,554 63,971,665 260,647,219 
. 217,417,535 69,543,181 286,960,716 
.. +. 220,388,332 70,617,347 291,005,679 
6....226,414,798 69,284,289 295,699,087 
..-”180,997,212 *51,173,302 *232,170,514 
.. »-204,434,696 57,327,244 261,761,940 
*Strike year. 


one of the table, which shows that 
whereas the company had 4,049 em- 
ployees on its payroll in 1913, that num- 
ber had decreased to 3,763 in 1918 owing 
to a curtailment in service which prob- 
ably was necessitated partly by the opera- 
tions of the draft. 


Prospect for Higher Fares 


So far the Third Avenue Railway Co. 
has not been successful in its efforts to 
increase its fares, owing to the unex- 
pected snag all public service corporations 
operating under franchise struck in a de- 
cision by the State Court of Appeals on 
April 5, 1918, in the case of Quinby and 
the City of Rochester vs. the Public Serv- 
ice Commission for the Second New 


York District. The decision held that the 
Public Service Commission has no power 
or jurisdiction to grant any general and 
equitable increase in fares because of the 
contractual obligations with the city fix- 
ing the rate of fares. In other words the 
courts hold that the companies, for relief, 
must go direct to the source of their 
original rights. This decision was a se- 
vere disappointment to the officials of the 
Third Avenue Railway Co. because they 
had applied for the privilege of increas- 
ing their fares as early as May, 1917, and 
after subsequent hearings the Public 
Service Commission of the First District 
had indicated that it was convinced such 
increases were necessary as “emergency 
relief,” but it refused to grant any relief 
on account of the decision already quoted. 

Finding this door closed, the company 
has petitioned the Board of Estimate and 
Apportionment of New York City for 
the privilege of raising its fares “during 
the period of the war and for one year 
thereafter.” No answer has been made 
to this appeal as yet, but the officials of 
the company are hopeful that the appeal 
will be heeded. The known favorable 
attitude of the Federal Administration in 
Washington towards public service cor- 
porations which have been plunged into 
difficulties because of the war is one of 
the chief reliances of such companies as 
the Third Avenue Railway Co. which be- 
lieves that this moral pressure will have 
weight. 

One suggestion made by the manage- 
ment cf the Third Avenue Railway Co. 
has been that it be permitted to charge 
two cents for each transfer privilege. 
Transfers are free on the lines of its 
system. What this would mean to the 
company is readily figured from the ex- 
hibit of Table II. This shows that the 
company carried 57,327,244 transfer pas- 
sengers on its lines last year. Had each 
of these paid two cents for that privilege 
it would have increased the revenues of 
the company by $1,146,544.88, resulting 
im the complete extinguishment of the 
deficit and leaving instead a surplus of 
$689,249 after payment of interest on the 
income adjustment 5% bonds. An in- 
crease in straight fares of one cent woud 
have resulted in an addition of $7,U44- 


346.96 to operating revenues. It is per- 
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festly obvious that a charge for the trans- 
fer privilege without an increase in 
straight fares would be helpful while an 
increase in straight fares would place the 
company on a comfortable financial foot- 
ting. 

Financial Position 


The Third Avenue Railway Co.’s finan- 
cial history is free from the taint of high 
finance. Its securities represent actual 
cash investment. At the time of the fore- 
closure sale of May 17, 1909, the cash 
investment in the properties of the com- 
pany was $61,359,530 compared with a 
readjusted capitalization in the reorgan- 
ization which followed of $54,916,000 
given in exchange for old securities ‘of a 
face value of $57,880,480 plus $7,200,000 
in cash. The reorganized company, 
therefore, issued new securities of a total 
less by $10,164,480 than the previously 
existing capital stock and funded debt 
plus new cash contributed. 


TABLE III 


Annual 
Compen- 
sation 
$3,501,234 
3,782,640 
3,857,869 
3,835,876 
3,883,165 
4,040,572 


Average 
Annual 
Compen- 
sation 
$864.71 

886.28 
901.79 
922.75 
967.65 
1,074.32 


Average 
Number of 
Employees 


1913....4,049 
1914... .4,268 
1915....4,278 
1916... .4,157 
1917... .4,013 
1918....3,763 


Thereafter, in January and February, 
1914, the Public Service Commission au- 
thorized the sale of $4,187,000 refunding 
4% bonds for the purchase of the Mid- 
Crosstown Railway Co., Inc., and the 
stock and bonds of the Belt Line Railway 
Co. and stock and bonds of the New York 
City Interborough Railway Co. counting 
bonds of subsidiary companies owned by 
the Third Avenue company, there are 
total bonds outstanding of $53,228,100 
and capital stock of the parent company 
amounting to $16,590.000, making a grand 
total capitalization representing all prop- 
erties of $69,818,100. 

A valuation of the property of the 
company made by engineers of the Pub- 
lic Service Commission, based on the 
average unit prices for the five years 
preceding January 1, 1918, makes it $66,- 








449,051 without deductions for deprecia- 
tion and of $56,364,852 after depreciation 
allowance. It thus appears that, on the 
basis of the valuation prior to deprecia- 
tion, there are property assets back of 
the capital equivalent to 95% of the in- 
vestment. No rentals are paid by any 
subsidiary company, control resting solely 
in ownership of stocks and bonds of un- 
derlying companies. The company is 
fortunate in not having any bonds or 








THIRD AVENUES FIXED CHARGES 
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Times Earned 














short term securities maturing during the 
war period when money is scarce. The 
adjustment income bonds are secured by 
a mortgage on all property subject only 
to prior liens. Interest on these bonds is 
cumulative and at the end of the last 
fiscal year an unpaid accumulated bal- 
ance of 334% in interest was due. The 
company has paid dividends on its stock 
only during one year, 1916, since its 
reorganization, when it paid 4%. 

As already pointed out, should the com- 
pany be successful in securing the priv- 
ilege of raising its fares, its earnings 
would improve sufficiently to leave a safe 
margin above fixed charges and permit 
of the accumulation of a surplus. In 
‘iew of the probability that the Board 
of Estimate of New York will perceive 
the necessity of saving this property for 
the benefit of the traveling public and 
the owners of its securities, it would ap- 
pear that selling around 19, the common 
stock has possibilities of a material en- 
hancement in value. 
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Public Utility Notes 
These notes are a record of recent price-affecting FACTORS, and are not to be regarded 
as RECOMMENDATIONS to purchase or sell 





AMERICAN TELEPHONE AND TEL- 
EGRAPH — Dividend Answers Fear of 
Lower Rate—Declaration of regular quar- 
terly dividend of 2% by this company, first 
since Government control, would seem to 
set at rest any thought of a lowering of the 
rate, as some timid shareholders had feared. 


BAY STATE STREET RY.—Decrease 
in Spite Increases—Loss of $63,600 in gross 
receipts for July, as compared with the same 
month a year ago, is disappointing in view 
of fact that company has had two fare in- 
creases since July a year ago. On a purely 
mathematical basis receipts of system 
should have showed an increase of $160,000 
for July instead of an actual loss. Among 
causes contributing to this unsastifactory 
result were poorer weather this July and 
fact that month had one less Sunday than 
same month a year ago. But perhaps prin- 
cipal causes of decrease in riding were 


higher fares and withdrawal of large num- 
bers of young men from the company’s 
territory to enter the army. 


BROOKLYN BOROUGH GAS—Injunc- 
tion Against Increased Gas Rate—Supreme 
Court Justice Benedict handed down a de- 
cision granting petition of New York First 


District Public Service Commission asking 
for an injunction restraining company from 
charging more than 95c for gas in Coney 
Island, Sheepshead Bay and Gravesend dis- 
trict of Brooklyn. Decision, in effect, up- 
holds authority of Public Service Commis- 
sion to fix rates to be charged. 


BROOKLYN RAPID TRANSIT—Re- 
port—Gross earnings for the year ended 
June 30, 1918, were $30,506,497, as compared 
to $29,504,019 in 1917. The balance after 
charges and taxes of $4,112,054 is equivalent 
to $5.52 a share earned on $74,455,159 capi- 
tal stock outstanding, compared with $6.97 
a share the previous year. 


CITIES SERVICE—Bonds Offered— 
Offered at 102% and interest, $6,000,000 
series B 7% convertible debentures dated 
Jan. 1, 1918, and due Jan. 1, 1966. These 
are part of an authorized issue of $30,000,000, 
of which $21,000,000 are in treasury and 
$8,785,000 is outstanding in hands of public, 
including present issue. The offering was 
made subject to prior right of stockholders 
to subscribe. The debentures are convert- 
ible on and after Jan. 1, 1920, at option of 
holder, on the basis of $1,000 principal 
amount of debentures into eight shares of 
Cities Service pfd. stock and two shares of 
com. stock, together with accumulated cash 
and stock dividends on two shares of com. 
stock from Jan. 1, 1918, to date of con- 
version. 


DETROIT UNITED—Riots—Traffic on 
all lines was tied up when passengers re- 


fused to pay 6c fares. Riots in which trolley 
cars were overturned and angry working 
men threatened violence to conductors and 
motormen, started in various sections of 
city as evening rush hour neared and street 
car company insisted in its policy of halting 
cars when one or more passengers refused 
to pay new 6c fare. 


LACLEDE GAS—To Vote on Increase 
in Capital—Special meeting of stockholders 
has been called for Sept. 10 for purpose of 
considering three subjects, first being a 
resolution increasing authorized common 
capitalization from $17,500,000 to $37,500,000. 
This would bring total authorized capital, 
including $2,500,000 pfd. oustanding, up to 
$40,000,000. Of $17,500,000 common au- 
thorized, only $10,700,000 is outstanding. 


NEW YORK RYS.—Inquiry by Public 
Service Commission—A general inquiry into 
operating and financial condition of street 
surface railroads throughout New York 
City, especially with reference to war time 
conditions, was begun before the New York 
First District Public Service Commission. 
It was stated that proceeding had no direct 
bearing upon question of increasing fares, 
but of finding means of securing greatest 
efficiency for service under war conditions. 
One point which was suggested for consid- 
eration was possible elimination of unnec- 
essary routes or parts of routes that parallel 
other lines, as has been done by National 
Railroad Administration. It was stated that 
a joint committee might be appointed to 
investigate various topics suggested con- 
sisting of a representative of New York 
Rys. Co., Third Avenue and Brooklyn Rapid 
Transit systems and surface lines of Queens 
and Richmond and also of one representa- 
tive each from five bureaus of commission, 
including statistics and law as well as oper- 
ating departments. 


PEOPLE’S GAS—lIncrease Order Not 
Effective—City’s Council’s committee on 
gas litigation has been informed by its 
special counsel that unless injunction issued 
in 1911 by Judge Gibbons, enjoining the 
company from charging more than 80 cents 
per thousand feet for gas, is dissolved, the 
recent order of the State Public Utility 
Commission, permitting a 27%c rate in- 
crease is of no effect. It was stated city 
would wait until attorneys for company 
attempt to have Gibbons order set aside 
before it would seek to enjoin commission’s 
order increasing rates. 


TENNESSEE RY., LIGHT & POWER 
—Earnings—Gross for the year was $5,551,- 
567, as compared to $5,145,276 in 1917. Sur- 
plus was $253,106, as compared to $527,894 
in 1917. 
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MINING AND OIL 


Is Utah’s Dividend Secure? 


Higher Copper Price Versus Rising Cost—1918 Showing 
To Date—Investment Position of Stock 





By JAMES SPEED 





[SY vw). was not very many years ago 
bf when there was a certain co- 
era} terie which held the darkest 
——— views on the outlook for the 
porphyries. They were of the opinion 
that the great development of the low- 
grade copper properties was unsound 
and that the success of those properties 
was largely the result of skilful book- 
keeping rather than skilful mining opera- 
tions. They did not hesitate to express, 
anonymously to be sure, their earnest con- 


They are the millstones on the neck of 
progress but fortunately progress is 
sturdy enough to proceed in spite of them. 

The phenomenal success of the Utah 
Copper Co. has effectively silenced the 
decriers of the porphyry school until now 
it would be a difficult matter to find one 
who would admit that he ever regarded 
Utah’s future with aught but the utmost 
confidence. 

In times past THe MaGazIne oF WALL 
StrrEET has discussed and analyzed this 


UTAH COPPER—SEVEN YEARS’ CONDENSED INCOME ACCOUNTS 


1911 1912 1913 


1914 1915 1916 1917 


Total Rev. $12,825,953 $15,345,953 $17,797,564 $16,222,456 $27,155,944 $50,280,073 $48,797,423 
r. 


9,038,711 11,494,341 


6,307,242 6,303,223 

8,529,804 8,573,423 

8,449,272 8,513,105 

4,747,710 

1,534,906 3,257,683 
2,731,445 6,450,970 9,708,653 


$3.96 $5.35 $5.38 


Tot. Income 
Net Income 


10,230,293 12,132,109 16,523,334 24,886,646 


5,992,163 15,023,834 33,747,740 29,910,177 
8,730,422 17,920,443 39,738,675 29,985,125 
8,678,491 17,913,481 39,738,675 29,985,125 
4,827,885 904, 19,493,880 *23,555,105 
3,326,755 10,462,665 19,655,064 5,205,028 
13,035,408 23,498,074 45,153,137 48,293,528 


$5.34 $11.03 $24.46 $18.46 


*Inc. $2,842,857 ($1.75 per share) capital distribution 


tAfter depreciation. 


NE NN 


viction that the “Jackling-MacNeil-Hay- 
den crowd” was headed down a road to 
certain disaster and whenever another 
porphyry financial statement would ap- 

ar which showed that further progress 

d been made, they would shake their 
heads wisely and advise to “wait and 
see ” 


These pessimists represented the 
“mossbacks” of which there are always 
a liberal percentage in every civilization 
—the standpatters who invented that 
asinine expression, “What was good 
enough for our ancestors is good enough 
for us.” They are to be found decrying 
every new proposition if for no other 


on account of the very fact that it is new 
property but its position in the mining 
world is of so much importance and its 
operations so varied and extensive that 
there is always something new and inter- 
esting in connection with the company. 
Daniel C. Jackling is the man who 
dreamed the dream of Utah Copper and 
the man who made that dream a reality. 
As the result he is a millionaire many 
times over and those who backed him 
from the beginning have doubled, trebled 
and quadrupled their investments. The 
life story of D. C, Jackling is a romance 
of modern mining. It is scheduled for a 
place in the “Little Sketches of Big 
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Men” series now running in this publica- 
tion and will appear in an early issue. 

When Mr. Jackling was the metallurgi- 
cal expert for a small and little known 
company in Salt Lake City he knew, as 
many others knew that not very far 
away in the Bingham Canyon there lay 
a huge body of low-grade copper ore. 
Early prospectors and later would-be de- 
velopers had pecked away at the rich out- 
lying streaks of copper ore but had left 
the large mass of low-grade ore un- 
touched. In his travels about the coun- 
try Mr. Jackling often passed Bingham 
Canyon with its 9,000,000 tons (as he 
then estimated) of ore. 

If there was only some way to treat 
that ore at a profit, he figured, a property 
of that size would be a veritable gold 
mine. That thought never left the back 
of his head. He carried it with him dur- 
ing the day and took it to bed at night. 

To make a long story short, Mr. Jack- 
ling finally evolved a process for treating 
low-grade ores on a large-tonnage basis. 
He was able to raise enough money to 
make the preliminary tests and after that 
it was not difficult to interest big capital. 
Utah Copper at length was launched upon 
one of the most spectacular careers in 
the history of mining. 

Early History 

Utah Copper was incorporated April 
30, 1904, under the New Jersey laws. In 
1910 it obtained the Boston Consolidated 
property by exchanging its stock for the 
stock of the latter company on the basis 
of 1 share of Utah for’2% shares of 
Boston Consolidated. About the same 
time Utah made an offer to the Nevada 
Consolidated stockholders to exchange 
stocks on the basis of 1 share of Utah 
for 2% shares of Nevada Consolidated 
stock. This offer resulted in a battle 
between certain Nevada Consolidated 
stockholders who wished to keep the 
company independent and the Utah in- 
terests who wished to dominate Nevada’s 
affairs. The exchange of stocks was to 
be made on or before March 5, 1910, and 
Nevada stockholders who exchanged be- 
fore February, 1910, were allowed to 
subscribe for an additional share of Utah 
at $50 for each 10 shares of Utah which 
they received for their Nevada stock. 


When the smoke cleared away it was 
found that Utah had acquired $5,002,500 
of the $9,997,285 Nevada stock outstand- 
ing, or a bare majority. Since that time 
Nevada has been a tail to the Utah kite. 


Properties 
Utah’s property holdings are exten- 
sive. It owns 825,666 acres of lode min- 
ing claims and 9,195 acres of other lands 
in Bingham Canyon and Utah County. 
The Bingham & Garfield Railway which 
is owned by the mining company has ap- 
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proximately 120 miles of track. Utah’s 
smelting equipment consists of two large 
mills known as the Magna and Arthur 
plants. They have a treatment capacity 
of 14,000 tons and 10,000 tons a day 
respectively. Utah owns a two-fifths in- 
terest in the Garfield Improvement Co., 
which has a capital stock of $500,000, and 
a two-thirds interest in the Garfield 
Water Co. with a capital stock of 
$700,000. 


From the start of real operations Utah 
made money and when its huge mills at 
length began working at capacity its 
profits exceeded the hopes of its origi- 
nators. The large table which accom- 
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panies this article.shows in condensed 
form Utah’s income statements for the 
last seven years. 

Utah has an authorized capitalization 
of $25,000,000 of which $16,244,900 is 
oustanding, par $10. Its last bonds 
(those of the Bingham & Garfield Rail- 
way) were retired in 1914 so that the 
company is clear and free from bonded 
debt. The high and low prices of the 
— from 1904 to date are given here- 
with: 


PRICES ON STOCK EXCHANGE 


High Low 
DE Sistersepaceuuseek costs ¢aa 38% 20 
BOs oo veccnsigedesdeecdcveges 39% 23% 
Nae S84 eu bo ceedeune vcentecds 39% 13 
BBs co Seacsesesncccsessecccocs 523% 20 
Bs 05 cb dencedccsesecsecseses 67% 39% 
ap PRYPEPEL CELE CEE ETT 60% 39% 
| COOPETE RUPE TITLE EERE EES ey 57% 38 
a, EEE ELEC EEE 67% 52% 
BOER. cc vccccccccceccceesccccecs 595 
BOBS. ca cccccccccccccccceteceres 59% 45% 
BEES bcc cvscvcccesdececnecesece 81% 48% 
BBR. cccvciccccccecceccccccecces 130 74% 
BE cdc acccucceccenesévecetotes 118% 7014 
BOT, cocccccccccccccecccccccses 8754 763% 


Utah began its dividend record with a 
disbursement of $1 per share in 1908. 
The following year $2 was paid on the 
stock and from 1910 to 1914 the rate was 
$3 per share. This, it was figured, should 
be Utah's “regular” dividend, but the war 
upset all earnings calculations. As the 
table shows, earnings jumped from $5.34 
in 1914 to $11.03 in 1915, $24.46 in 1916, 
and last year $18.46 was earned on the 
company’s stock. 


Consequently Utah paid $4.25 to its 
stockholders in 1915, $12 in 1916, and 
$14.50 in 1917 which included a Red 
Cross dividend of 50c and a capital dis- 
tribution of $1.75. “Capital distribution” 
meant that the amount under that head 
was to be regarded by the stockholders 
as a part return of their principal invested 
and not an interest return on invested 
capital. 


The year 1916 was Utah’s big year and 
will probably stand as a record for years 
to come if not for all time. Two impor- 
tant factors contributed to that phenome- 
nal year, first the price for copper was 
unrestricted, the company averaging bet- 
ter than 26c per Ib. for its copper, and 
secondly, the great increase in costs had 
not made its weight felt. In°1917 Utah 
received an average of slightly more than 
24c per Ib. for its copper while costs per 
lb. had jumped from 6.91c to 10.95c. 


1918 Showing and Prospects 


By 1918, however, Utah was feeling 
the full weight of increased costs which 
were 15.48c for the first quarter and 
15.04c for the second quarter. Owing to 
decreased production in the first quarter 
there was a deficit of $250,000 notwith- 
standing that the quarterly dividend rate 
had been reduced from $3.50 to $2.50 per 
share. In the second three months of 
1918, however, Utah showed its dividends 
earned with a balance of approximately 
$2,432,000. The company stated that fol- 
lowing the increase in the fixed price 
from 23%c to 26c per Ib. Utah had in- 
creased its wages to its employees, which, 
in connection with higher freight rates 
and higher smelting charges, would add 
at least 2c per Ib. to production costs. 

In view of the increased costs the ques- 
tion naturally arises as to whether Utah 
can continue to earn its present dividend 
rate for the balance of the year. The 
first half year showed a balance equal to 
$6.34 earned on the stock or at the rate 
of $12.68 per annum. The price for 
copper sold in the first three months of 
this year averaged 21.58c per Ib. and 
25.20c in the second three months. Not- 
withstanding further increases in produc- 
tion costs it would appear that on a fixed 
price of 26c a lb. Utah should have no 
difficulty in earning $10 this year with a 
comfortable margin. 

The stock at 80 yields 1214% and looks 
cheap. 
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ALASKA GOLD—Acqguisition Denied— 
Pres. Hayden stated that he did not know 
anything of report that company or Hay- 
den, Stone & Co. had purchased Otisse 
property in so called Matachewan district. 
D. C. Jackling said company had been ex- 
amining some properties at Sitka but no 
reports on them had been received. 


ANACONDA—To Make Axles—At re- 
quest of Federal Government Montana 
State Council of Defense has taken up with 
this company a proposition for manufac- 
turing rear axles for army trucks, Govern- 
ment furnishing steel and dies. A hammer 
plant with a 7,500-lb. strike will be built. 


BOSTON & MONTANA—Capital In- 
creased—Capital stock has been increased 
from $15,000,000 to $25,000,000 and the 
number of its shares from 3,000,000 to 5,- 
000,000 at a par value of $5 each, according 
to articles filed. 

CERRO DE PASCO—Extra Dividend— 
Directors declared an extra dividend of 25c 
a share, in addition to regular quarterly 
dividend of $1 a share, payable Aug. 31 to 
holders of record Aug. 23. The same divi- 
dends were declared three months previ- 
ously. 

CONSOLIDATED INTERSTATE- 
CALLAHAN—Report—Profits of $179,576 
for the second quarter of 1918 were equal to 
39c a share on $4,649,900 capital stock of $10 
par value, or at the annual rate of $1.56. 
The report showed that during period there 
were mined 23,215 tons of zinc and lead-sil- 
ver ores. The mill and flotation plant 
treated 38,802 tons, which averaged 16.19% 
zinc, 4.4% lead, and 1.5 ozs. silver: and from 
which there was produced and shipped 11,- 
781,177 pounds zinc, 1,438,396 pounds lead, 
and 27,218 ounces of silver. otal cost of 
mining and milling was $7.35 per ton. 


CALUMET & HECLA—July Production 
—Thinning ranks of labor were responsible 
for decline in outputs of Calumet & Hecla 
subsidiaries in July. Total production of all 
companies of 11,118,426 Ibs. of copper 
showed a decline of over 1,500,000 Ibs. from 
June and was smallest monthly output in 
over two years, with the -exception of De- 
cember, 1918, when it dropped to 11,052,000 
pounds. Calumet & Hecla itself increased 
output some 200,000 Ibs. to 5,284,105, but 
this is far short of its average monthly out- 
put of 6,000,000 Ibs. All of major subsid- 
lar‘es showed decreased production, that of 
Ahmeek—due to fire at No. 3 shaft—was 
over 400,000 Ibs. less than June. 
_DAVIS-DALY — Development Plans — 
Underground developments in 12 months 
had progressed so rapidly and well that 
existing mining equipment and facilities had 
become somewhat outgrown. In latter part 
of July the directors visited property at 
Butte, Mont. and while they were im- 
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pressed with favorable showing, they saw 
necessity for further expansion and need 
of larger and more modern equipment. In 
a broad way plans of expansion provide for 
installation A > new method of hoisting ore, 
replacing cage with a skip, building new 
and larger ore bins, extension of ventilating 
system and sinking Colorado shaft some 
200 ft. farther, giving it a total depth of 
2,700 ft. Mining on 2,500 feet level of 
Colorado, the deepest level, has shown 
a continuation of Hesperus vein in sus- 
tained richness. Ore from there has shown 
as high as 18% copper, with about 9% as a 
fair average. This level and the 2,300 are 
furnishing bulk of high grade products; 
second class ore is being taken mostly from 
the 1,400 and 2,400 ft. levels. The so-called 
Belmont ventilating cross-cut, which will 
connect Davis-Daly’s 2,500-ft. level with 
Anaconda’s Belmont mine, has been driven 
862 ft., leaving 1,040 ft. to go. These im- 
provements will all be paid for out of earn- 
ings, which will undoubtedly result in de- 
creased monthly profits for ensuing few 
months. Davis-Daly has outgrown itself 
and must be provided with larger tools. 


_ ELK HORN COAL—Earnings—Earn- 
ings for first eight months of fiscal year, 
with August earnings estimated and those 
of July partly estimated, showed at 
rate of 10.86%, or $5.43 a share on common 
stock. Gross earnings from all sources, 
with estimates as stated for eight months, 
amount to $3,424,883. Operating expenses 
including allowance Federal taxes on 1917 
basis, insurance, royalties, depreciation and 
depletion amount to $2,081,518, interest on 
funded debt, for period, $245,928, leaving a 
surplus applicable to preferred dividends 
of $1,097,436. On this basis after allowing 
for full 6% on the $6,000,000 pfd. stock, the 
company should come through year with 
$1,286,150 for common stock, of which there 
is $12,000,000 outstanding. The dividend of 
2%, or $1 a share, declared on common, is 
the second, the first at the same rate having 
been paid on June 1. Since its reorganiza- 
tion, in November, 1915, company has paid 
regularly 6%, or $3 a share, on its pfd. 
stock, which shares equally with common 
in any dividends after 6% has been paid in 
any one year on both classes of stock. The 
tonnage in 1918 has shown substantial 
rowth over that of corresponding period 
or 1917. Operates 22 mines, 19 of which 
are in Elk Horn field in Kentucky and three 
in Clarksburg field in West Virginia. De- 
velopment at its new mining town, Wheel- 
right, Ky., is progressing favorably. 
FEDERAL MINING & SMELTING— 
Earnings Improving—Has for years been 
spoken of as a “dying mine,” since ores at 
great Morning property became “refrac- 
tory.” It is understood that through Im- 
proved Metallurgical methods much better 
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recoveries are being obtained and earnings - 


are improving. Has three years preferred 
dividend cash requirements and this year 
is likely to see disbursements on account of 
accumulated preferred dividends totaling 
9%4% on June | last. 

LAKE SHORE MINES—Reserves In- 
creased—Net earnings are considerably in 
excess of the amount required to meet reg- 
ular dividend disbursements, thus leaving 
a substantial margin to be carried forward 
to surplus each quarter. Development work 
is steadily gaining ground on production, 
due to fact that a large tonnage of ore 
comes from development work. As a con- 
sequence, although potesten is large, ore 
reserves are gradually being increased. 


MICHIGAN COPPER—Rejuvenation— 
Mine is being Dts a place in list of future 
important producing propositions by many 
mining authorities. Michigan’s perform- 
ance since its rejuvenation has been little 
short of marvelous. Through introduction 
of modern copper mining methods manage- 
ment of this property is pushing develop- 
ment work at a good rate and paying way 
with a good sized production of copper. 
The rock is running close to 40 Ibs. a ton 
at places, although it is necessary to do 
some picking. Openings are being pushed 
ahead at good speed and about three cars 
of rock are shipped daily to Winona mill 
for treatment. 

MINERAL SEPARATION—Writ of 
Certiorari—Filed with Supreme Court a pe- 
tition for a writ of certiorari in Butte & 
Superior litigation. If granted Federal 
Court decrees in Montana will be reviewed 
by country’s highest court. The petition 
stated that two errors in interpretation of 
Supreme Court decision in the Hyde case 
are involved. These are: 

J. Imputed limitation of patent to the use 
of % of 1% of oil or oily substance. 

2. Imputed extension of patent to any oil 
or oily substance having preferential affinity 
for metalliferous matter over gangue 
whether capable of effectuating the process 
or not. 

Claims that misinterpretation and mis- 
application in case render null and void 
patent adjudged valid by Supreme Court by 
opening to infringers disguising their opera- 
tions by adding useless diluents to critical 
proportions of oil effectuating process. 

NIPISSING MINES — Production — In 
* July, 1918, it produced silver valued at $304,- 
694 and shipped bullion and residue, includ- 
ing custom metal, valued at $877,000. This 
compares with June output of $340,657 and 
shipments of $404,263. 

OSCEOLA CONSOLIDATED—Produc- 
tion—Reported production for July, 1918, 
as 1,398,216 Ibs. of copper, against 1,505,758 
in June. 

RAY CONSOLIDATED—Surplus Sec- 

Double First Quarter—Report 
for second quarter of 1918 made an excellent 
showing, compared with first quarter. Sur- 


plus income of $2,255,217, applicable to divi- 
dends, or $1.43 a share, after taxes, was 
more than double returns for the first quar- 
ter, i. e., $1,105,862, or 70c a share. Six 
months’ earnings were equal to $2.13 a share 
against dividend paid of $1.75 a share. There 
was $1,072,233 carried to surplus account 
in the second quarter, compared with a 
$471,317 deficit in first three months. Av- 
erage costs in second quarter increased 
about three-quarters of a cent a pound, and 
average carrying price of copper increased 
5.43c a pound. fs company succeeds as well 
through the rest of 1918 as it did in second 
quarter, earnings applicable to dividends 
should approximate $5 a share, after every- 
thing, assuming that future price of metal 
as fixed by Government keeps pace with 
advancing costs. 

UTAH COPPER—Rising Cost Reflected 
in Earnin Cost 15%c a pound to pro- 
duce 92,000.000 Ibs. of copper in first 
half of 1918. This cost, however, is 
without credit for gold, silver and miscel- 
laneous income, which heretofore helped 
to bring down the gross expense by about 
1%c per pound. In 1916 the company pro- 
duced 187,500,000 Ibs. of copper at a net cost 
of 6.95c, but this figure was arrived at after 
deducting over a cent a pound for miscel- 
laneous revenue. To compare operating 
conditions for two periods on the same basis 
it is safe to place the 1916 cost at 8c. Here 
is an increase of almost 100%—result of 
war taxes, higher wages and increases in 
cost of materials of all kinds. The report 
for second quarter stated that when full 
effect of higher freight charges, a 60% 
rise in refining tolls and July 1 wage in- 
crease is felt there will be another jump 
of more than 2c a pound. This would in- 
crease the cost to probably 17%c. The 
amount set aside for taxes in first quarter 
of 1918 was equal to 3.213c a pound; pre- 
sumably as much, if not more, was set 
aside in the second quarter. On a 26-cent 
copper market there is a net profit to share- 
holder cf 8%c a pound, if Utah’s cost does 
not climb above 17%c. Of course, this 
8%c profit is less than half the sensational 
margin of 19.22c in 1916, but when compari- 
son is made with pre-war margins of profit, 
situation is not as bad as it has been made 
to appear. A profit of 8%c a pound for 
Utah Copper on-a yearly production of 
200,000,000 Ibs. of copper, is equal to better 
than $10 per share—present dividend rate— 
leaving out of account any dividends from 
Nevada Consolidated. 

WOLVERINE COPPER — Production 
Cost Increased—Owing to liberal charges 
for ore depletion and depreciation of equip- 
ment, approximately 3.7c a pound, it cost 
this company 18.927c a pound to produce 
its copper in fiscal year ended June 30, 1918, 
as compared with 11.54c in the previous 
year. The copper yield of but 4,608,865 |bs. 
was the smallest in 20 years, comparing with 
5,865,889 Ibs. in previous year and over 
7,000,000 Ibs. in 1915. 
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Prospects for Mexican Petroleum 


Mexican Oil Situation Shows Improvement— New Export 
Taxes Not as High as Expected—Earnings for 1917 
Favorable—Shipping Prospects Better 





By J. H. WESTCOTT, Jr. 





ONSIDERABLE anxiety has 
been felt by some of the stock- 

holders of this company over 

the present Mexican situation. 
The recent decrees of the President of 
Mexico have had the effect of stirring 
up doubts in the minds of the share- 
holders as to the investment status of 
their holdings. Complications in that 
country have been regarded by some as 
steadily increasing the possibility of 
embarrassment, not only for the oil 
companies which have very large sums 
invested in the industry, but for the 
Allies as well. 

The Act of 1884 of the Mexican Con- 
gress was the foundation stone upon 
which outside capitalists were induced 
to invest their funds in the develop- 
ment of that country’s oil industry. It 
contained a provision that the owners 
of the surface of the soil possessed the 
exclusive right of ownership of the 
petroleum and gas contained in the 
land and that they could exploit and 
utilize them without the necessity of 
denouncement or special adjudication. 

With this assurance that any capital 
invested for the development of the oil 
industry would not be subject to con- 
fiscation or excessive taxation, Ameri- 
can and English companies were 
formed for the purpose of buying and 
leasing such lands and of establishing 
the industry on a firm and profitable 
basis. It seems reasonable that in- 
vestors should have the right to rely 
upon the laws of a country existing at 
the time investments were made, as the 
sacredness of the obligations of con- 


rp has been almost universally up- 
eld. 


Industry Becomes Prosperous 


For some years, things ran smoothly 
and development was continued. The 
companies became important produc- 


ers and prosperity seemed reasonably 
assured. A setback was received at 
the time of the Mexican revolution. 
The decrease in the gross revenues of 
Mexican Petroleum from $7,115,092 in 
1913 to $5,439,928 in 1914 and to $,- 
509,611 in 1915 reflected the unsettled 
conditions in Mexico in 1914 and 1915. 
However, the local situation has been 
fairly well settled and gross revenues 
increased to $9,668,463 in 1916 and to 
$18,121,790 in 1917, 

It is currently understood that the 
companies have received protection 
from the local authorities where their 
land is situated and that the Federal 
Government does not dominate the 
situation. It has been well handled up 
to this time and there seems to be no 
reasonable doubt that the companies 
Could cope with the conditions if they 
continue to remain under the sole juris- 
diction of the state authorities. 

The new factor arose in 1917, when 
the present constitution of Mexico was 
adopted. It contains a provision that 
might eventually -have a serious effect 
upon the stockholders. Article 27, 
which has since become famous, pro- 
vides that direct domain belongs to the 
Nation, not only of minerals, but of 
mineral oil fuel and petroleum. This 
would extend the ancient right which 
the king or country had over precious 
minerals to petroleum and would ap- 
pear to be in violation of the vested 
rights of owners of land containing oil. 


Decrees Promulgated 


Then followed several decrees by the 
President of Mexico, which are only 
important because they indicated ten- 
dencies. The decree of July 31, 1918, 
was much more serious and provided 
for a high rate of taxation on oil and 
oil lands. It also provided that persons 
owning oil lands and leases must file 
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a manifestation containing a descrip- 
tion of the land and practically ac- 
knowledging that the Mexican govern- 
ment owned the oil. 

If such a manifestation was not filed 
by August 15, 1918, the decree further 
provided that the oil rights would be- 
come public property and subject to 
denouncement by the first one to file a 
claim thereto. These denouncements 
are similar to the claims on mining 
property in this country by those who 
discover minerals. If properly and 
legally made, they might give the new 
claimants some rights to exploit such 
lands, subject to the heavy rate of tax- 
ation contained in the decree. This 
produced a disturbing effect upon the 
stockholders of such companies as 
Mexican Petroleum, which have a 
large production and immense tracts 
of undeveloped property. 

Mexican Petroleum is the dominat- 
ing factor in the oil situation in Mex- 
ico. It is a holding company and owns 
approximately $20 282 875 orabout 90% 
of the stocks and bonds of its subsidi- 
aries. These subsidiaries own or con- 
trol about 600,000 acres of land, of 
which about 75% is owned in fee and 
the remainder is held under leases run- 
ning about twenty-five years. About 
450,000 acres are situated fifteen miles 
west of Tampico and the other proper- 
ties are about 100 miles south of that 
city and a few miles inland. 

The famous Cerro Azul No. 4 well 
is situated on the latter property and 
is connected by a pipe line with the 
company’s tank farms and docks at 
Tampico. It produced about 10,000,- 
000 barrels of oil last year and its out- 
put is only limited by the capacity of 
the pipe lines. There seems to be no 
reason to doubt that it would yield 
several million barrels a month, if its 
maximum production could be trans- 
ported to the market. There was no 
change noticed in the production of the 
company’s other big well, Casiano No. 
7, which has produced over 70,000,000 
barrels of oil in the last eight years. 


Not Pro-German 


Some people have been inclined to 
believe that the July 31 decree indi- 











cated that Mexico had a slight leaning 
towards the Germanic side of the world 
controversy. But this apparently is 


not the case. As a neutral, Mexico has 


been careful not to show favors to one 
side or the other. However, the very 
delicateness of the situation may have 
caused it to lean backwards at times 
and this may have given rise to wrong 
impressions. 

It is much more probable that the 
unfortunate financial condition of that 
country was the cause of the proposed 
increase in taxes. Mexico has not been 
prosperous in the last few years and 
has had difficulty in raising revenues 
for government purposes. It was only 
natural for it to look to the most pros- 
perous industry in the country to bear 
the greatest share of the burden. Per- 
haps it was misled by the large earn- 
ings of 1916 and supposed that they 
would continue indefinitely. As a mat- 
ter of fact, the 1917 earnings have not 
been as large proportionately as those 
of 1916. 

Luckily, all proclamations and de- 
crees do not fulminate. The oil com- 
panies recognized the seriousness of 
the situation and united in an agree- 
ment in which they refused to meet 
the terms of that decree. They were 
willing to pay any reasonable increase 
in the rate of taxation on oil produced 
and exported, but they felt that the 
new decree would put them out of busi- 
ness and amount to a virtual confisca- 
tion of their properties. 

Their view of the matter was pre- 
sented to the Mexican authorities. 
Mexico met the representations half 
way and issued a new decree on Aug- 
ust 12. The former one was modified 
materially and present owners and 
operators of oil lands are allowed to 
continue exploitation and work already 
begun or authorized, but no new work 
is permitted until the making of con- 
tracts by which the right of exploita- 
tion would be defined. 

If the companies had acknowledged 
that the ownership of the oil was in the 
Mexican government, it is possible 
that it might give rise to international 
complications. The law that no neu- 
tral country has a right to sell govern- 
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ment-owned property or supplies to 
another country at. war might have 
been made the basis of an attempt to 
prevent shipment of oil to the Allies. 
The Central Powers, which have been 
so careful to bring alleged violations 
of international law to the attention of 
the Allies, would undoubtedly present 
this aspect of the matter to our south- 
»mn neighbor. One might reasonably 
suppose that German propagandists 
would be delighted to endow petroleum 
with this government-owned character 


operation and are willing and anxious 
to furnish the necessary amount. 

The Allies are interested in the 
safety of the foreign capital invest- 
ments of their citizens, when the equi- 
ties are on the side of such investors. 
If it becomes necessary, they might 
make representations outlining the jus- 
tice of the position assumed by the oil 
companies. But it is probable that no 
such representations will have to be 
made. 

The deadly seriousness of the war is 
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and try to put an end to the shipment 
of oil to this country and our Allies. 
However, stockholders in the Mexi- 
can oil companies should not be unduly 
anxious, as the world oil situation is 
such that it has become necessary to 
draw upon~the Mexican supply more 
and more. The best estimates obtain- 
able show that the Allies will require 
about 430,000,000 barrels of crude oil 
this year and that our country can fur- 
nish only about 320,000; barrels. 
Mexico, which contains the greatest oil 
helds yet discovered, can easily fur- 
nish the remaining 110,000,000 barrels, 
as its production is limited only by 
shipping facilities. Operating com- 
pan‘es have shown the heartiest co- 


fully realized. The present program in 
reference to Russia indicates that all 
just and reasonable means will be 
taken to speed the successful termina- 
tion of the war. It would therefore 
seem hardly likely that the Allies 
would permit any serious interference 
with this war necessity or allow the 
supply to become endangered. Stock- 
holders may reasonably rely upon such 
a probability for the protection of their 
interests while the war lasts. 

When international matters become 
sufficiently serious, the Allies have 
taken a hand in the solution of the 
problems and have been successful in 
ironing out the wrinkles up to this 
time. If the handwriting on the wall 
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has been properly interpreted, the sta- 
bility of the oil ‘situation would seem 
assured. With this prospect, share- 
holders in Mexican Petroleum can rest 
reasonably assured that the investment 
status of their stock holdings will not 
be adversely affected for some time to 
come. 

The latest announcement of the 
Mexican government in regard to the 
oil situation was made on August 21. 
A moderate increase in the export tax 
has been put into effect. It is now 15 

sos a ton on oil and 20 pesos a ton on 
uel oil and indicates that the represen- 
tations of the companies have been fav- 
orably acted upon by the authorities. 

The capacity of the company’s pipe 
lines is about 90,000 barrels a day but 
they are operating an average of only 
65,000 barrels because of the lack of 
storage and transportation facilities. 
This proportion between such facili- 
ties and the potential production of its 
wells has been increased by the termi- 
nation of the eleven years’ litigation be- 
tween one of the subsidiaries of the 
company and the Mexican Eagle Pe- 
troleum Company, controlled by Lord 
Cowdray. The dispute has been ami- 
cably arranged and Mexican Petrol- 
eum gets a fifty per cent equity in 
17,000 acres of valuable oil lands. 

The pipe line capacity will have to 
be increased when transportation im- 
proves. This ought to take place in 
the near future through the completion 
of the ships now being built by our 
government. The tanker fleet of the 
Allies is not yet large enough to carry 
from Mexico all of the oil which is 
needed for war and essential industrial 
purposes but relief is in sight. 

exican Petroleum owns twenty- 
five tank steamers. Seven were com- 
mandeered by the British government 
and the same number is in the trans- 
Atlantic service of the United States. 
One was wrecked last October and is 
now being repaired in New York City. 
The company is operating the remain- 
ing ten. It has also under construction 
five more steamers. 


Recent Earnings 


The earnings for 1917 were some- 


what of a disappointment to the stock- 
holders. After deducting taxes, 
charges, etc., the net profit was $4,- 
986,021, compared to $7,153,060 in 
1916. But it must be taken into con- 
sideration that there was deducted 
from the 1917 earnings over $1,500,000 
for depreciation and more than $1,800,- 
000 for exhaustion of oil wells. These 
amounts may have been over gen- 
erous as they were several times those 
allowed for such items in previous 
years, 

The further sums of $898,769 for 
taxes paid to the Mexican government 
and $621,000 for income and excess 
profits taxation also came out of the 
earnings. In addition, the company 
paid $913,920 to Mexico under protest 
but did not deduct this amount from 
its earnings. If deductions for deprec- 
iation and’ exhaustion of wells had 
been made at the average rate for pre- 
vious years, net earnings in 1917 would 
have been over $2,000,000 more. 

The management of the company 
has been conservative in the payment 
of dividends as has been indicated by 
the passing of the dividends on the 
preferred stock in 1914 and 1915. This 
was in face of the fact that dividends 
had been earned several times during 
those years. It would therefore appear 
that the directors were very confident 
of continued prosperity when divi- 
dends were resumed on common in 
1917 and raised to an annual 8% basis 
this year. 


Conclusion 


The preferred stock yields over 8 
per cent on its present purchase price. 
Earnings on preferred averaged over 
33 per cent for the last seven years and 
it would seem that the margin of 


safety is very ample. The preferred 
appears to be entitled to a somewhat 
better investment rating than _ its 
present selling price indicates. 

The common stock is a speculative 
issue with long pull possibilities. An 
improvement in shipping and transpor- 
tation facilities would have a favorable 
effect upon its earning power and 
probably result in an increase in its 
market price. 











“Inside” Story of Island Oil 


The Famous Tepetate No. 9—Tepetate No. 8 of Which 
Much Will Be Heard Soon—Notable Law Contest 
Pending—Prospects for Island Oil and 
Outlook for Its Stock 





By BENJAMIN R. STEELE 





HE field has been set and the 
forces marshalled for one of the 
masaas| most interesting legal battles 
——— that has ever been waged for 
the possession of a property of great 
value: The stake is the great Tepetate 
No. 9 oil well located about 80 miles 
south of Tampico and 18 miles ‘west of 
the Gulf of Mexico in the State of Vera 
Cruz, Mexico. The Island Oil & Trans- 
port Corporation is now in possession 
of this well which has produced as high 
as 81,000 barrels a day and ranks 
among the great oil wells of the world. 

The Metropolitan Petroleum Corpo- 
ration is the plaintiff, alleging that the 
Tepetate No. 9 was unlawfully sold to 
the Island Corporation. The Island 
Corporation on the other hand stoutly 
asserts that the sale of the properties 
which included the big well, was in 
conformance with law and equity and 
is disposed to concede nothing of the 
Metropolitan claims. Those who are 
bringing the legal action are scattered 
minority stockholders of the Metro- 
politan Company while the Island 
people are united and backed by 
powerful banking interests. From a 
preliminary survey it would appear 
that the strategical position and the ad- 
vantage of heavy artillery is very much 
in favor of the defendants. But he 
would indeed be a rash prophet who 
attempted to forecast the results of the 
long and costly legal struggle which 
impends. 


The Story of Island Oil 


More unwarranted and misleading 
statements have appeared in the public 
prints in regard to both Island Oil and 
Metropolitan Petroleum than in refer- 
ence to almost any a in the 
recollection of the writer. The purpose 
of this article is to state clearly and ac- 


curately the developments leading u 
to the present situation and in this 
connection legal documents and 
voluminous records have been studied 
and the heads of the opposing factions 
have been interviewed. The account 
necessarily involves the story of both 
Island and Metropolitan. It is a ro- 
mance of oil as absorbing as anything 
that has ever happened in the history 
of that most spectacular of all indus- 
tries. 

The tale revolves about as bold and 
resourceful a financial knight as ever 
broke a lance in the lists of fortune. In 
Wall Street you will hear, accordingly 
as you talk with a Metropolitan or Is- 
land stockholder, that Richmond Lev- 
ering is a scamp, or that he is a genius 
who has been foully slandered. That 
he is an individual of remarkable abil- 
ity arid compelling personality both 
sides are agreed. Tall, blonde, quick- 
witted, generous, stubborn when 
crossed, quick to retaliate, quicker to re- 
ward, careless of detail and impatient 
of petty restrictions, he has made a half 
a dozen fortunes and lived the life of 
three men in the span of days usually 
allotted to one. Had Fate been kinder 
or had he perhaps been more cautious, 
he now would be ranked among the 
great oil operators instead of being a 
minority stockholder in the great com- 
pany which he sponsored. 


Early Days of Metropolitan 


Richmond Levering was the organ- 
izer of the Indian Refining and later 
the Port Lobus oil company which he 
sold to the Pierson Syndicate. Among 
his possessions after the sale of the 
Port Lobus company were various 
leases and options on Mexivan oil 
lands, some of which he believed had 
great potentialities. In this respect he 
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was more than right as later develop- 
ments showed. To handle these leases 
and option he formed in 1915 the Met- 
ropolitan Petroleum Company of Del- 
aware with $50,000 capital stock. This 
was the holding company whose stock 
was later owned by the Metropolitan 
Corporation of Virginia, capitalized at 
$12,000,000. This latter company is 
the one of chief interest in this account 
as it was the Virginia company which 
made the famous contract with the Sun 
Refining Company. This contract, 


was used by Mr. Levering as collateral 
for loans of considerable proportions. 
The brokerage houses which under- 
wrote the stock had agreed to take a 
considerable portion but as a matter 
of fact the net amount they actually 
took on this contract totaled only 
about 6,000 shares. In 1916 Metropol- 
itan stock sold as high as $25 per 


share. 
Breaking the Market 


Just about that time, however, the 
Mexican political situation grew ser- 
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This is the famous Oil and Transport Corporation well on Lot 9 Tepetate, which the 
Metropolitan stockholders are trying to get back after having sold the property to the 


Island company. With both 8 inch pipes full open this we 


has produced as high as 


81,000 bbls. per day, making it one of the world’s greatest oil wells. On adjoining 
lot No. 8 Tepetate the Island company is sinking another big well which is expected 
to “blow in” daily. 





which by the way was tentative, al- 
lowed the Sun company to develop 
Metropolitan’s leases and purchase the 
oil therefrom, the whole matter being 
conditioned upon investigations to be 
made by the Sun company which 
should prove satisfactory. Thus in- 
stead of a contract the Sun com- 
pany merely had the equivalent of an 
option on a contract. 

On the strength of this tenative 
contract the Metropolitan stock was 
offered to the public and in addition 


ious. The Sun people became alarmed 
and far from proceeding with their op- 
tional contract, never even made the 
investigation contemplated. Metro- 
politan stock began a sickening decline, 
which, according to the Levering in- 
terests, was accelerated by the short 
sale of approximately 100,000 shares of 
Levering stock which was up as col- 
lateral on loans. The collapse of the 
stock is attributed to three factors, 
first, the troubles in Mexico, secondly, 
to the failure of the Sun contract to 
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materialize and thirdly to short selling 
of Levering Metropolitan stock held as 
collateral. 

In the parlance of the street “Met. 
Pete was up against it hard.” 

It was impossible to sell the com- 
pany’s $3,000,000 debentures which had 
been underwritten by the Levering in- 
terests at 90 to provide funds for de- 
velopment and building pipe lines and 
it was apparent that unless something 
was done the company would lose its 
title to very valuable leases and op- 
tions. 

For months Levering and his as- 
sociates struggled to pull Metropolitan 
out of the morass into which it had 
fallen but by the end of 1916 the Mexi- 
can situation continued black, Metro- 
politan had defaulted on a number of 
its obligations and it looked as though 
the company was in the last stages of 
a mortal illness. 

But while there were no bankers 
who were willing to revive the dying 
Metropolitan there were those who 
were willing to give the matter serious 
consideration provided that some way 
could be provided to eliminate the un- 
desirable leases, options and obliga- 
tions of Metropolitan, which, in the 
opinion of the bankers, formed too 
heavy a burden on the company. 


Culling the Wheat 


At this point the Island Oil & 
Transport company appeared on the 
scene being incorporated early in 1917. 
This company purchased certain 
promising claims and leases held by 
Metropolitan and of its $30,000,000 cap- 
ital stock, $22,000,000 outstanding, par 
$10, gave $2,400,000 par value of its 
stock and $120,000 in cash to’ Metro- 
politan for those claims and leases. The 
Levering interests have always 
claimed that this basis of settlement 
was arrived at by the bankers with 
whom negotiations were then in pro- 
gress, 

It was this transaction which later 
caused the Metropolitan stockholders 
to raise the shout of “robbery” but in 
this connection it is of interest to note 
that stockholders of both the Dela- 
ware and Virginia corporations rati- 
fied the sale and that the protest was 








raised some months later when Tepe- 
tate No. 9 was “blown in” on what had 
become Island property. 

To the charge of unfair practices in 
the sale of Metropolitan properties to 
Island the Levering interests say in 
effect : 

“We had done all we could to save 
Metropolitan and had reached the end 
of our rope. If any stockholder or 
group of stockholders had come for- 
ward with funds to carry on the work 
we would have greeted them with 
open arms. We gave them notice and 
opportunity to make such a proposal 
but they remained silent. Nothing re- 
mained to save the company from 
bankruptcy but to make the best 
terms possible with the bankers. That 
is what we did.” 

The allegation that Mr. Levering 
was the largest stockholder in the new 
Island company and that in selling 
Metropolitan’s chief assets he was 
selling out to himself, loses somewhat 
in force when it is recalled that at the 
time of the transaction the Levering 
interests controlled 80% of Metropoli- 
tan stock and that the Levering in- 
terest in the new company was con- 
siderably less than in Metropolitan. On 
the question as to whether the sale 
was bona fide and the best thing that 
could be done under the circumstances 
the courts will rule. 


Tepetate No. 9 

The sale of the Metropolitan assets 
to Island took place February 19, 1917. 
Four months later, on May 21 to be 
exact, the oil world was electrified at 
the news that the Island Oil Co. had 
blown in a monster well with a pro- 
duction of well over 75,000 barrels. 
Then followed various attempts on the 
part of Metropolitan stockholders to 
get back the property which had been 
sold to Island. Two suits were insti- 
gate1, both of which came to naught 
and the third and last suit has just 
come up. 

The immediate cause of hostilities 
was foreclosure by the Levering in- 
terests of $1,300,000 bonds which the 
Levering people held against advances 
made in connection with the develop- 
ment of Metropolitan. The Metro- 
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politan stockholders allege that of 
these bonds only about $313,000 rep- 
resent moneys actually advanced by 
the Levering interests but this portion 
of the legal entanglement is unimpor- 
tant as compared with the main ques- 
tion as to who really owns Tepetate 
No. 9. 
A Little Joker 


In no less importance to Tepetate 
No. 9 is Tepetate No. 8. The latter is 
the name of a claim adjoining Tepe- 
tate No. 9. Tepetate No. 8 lease is 
owned by Island Oil (and was never 
owned by Metropolitan Petroleum). 
The Island Oil interests have sunk an- 
other well on this property within a 
few feet of Tepetate No. 9 which any 
day may blow in a gusher which will 
rival Tepetate No. 9. Therefore if the 
Metropolitan interests continue their 
suit they may find that the Island com- 
pany will close in Tepetate No. 9 and 
go on drawing oil from Tepetate No. 8 
to which Metropolitan professes no 
claim. Thus while litigation drags on 
in reference to Tepetate No. 9, per- 
haps for several years, the oil will be 
drawn off from No. 8. Speaking of the 
outlook for the Metropolitan stock- 
holders a man who has been in the 
closest touch with the situation says: 
“The usual outcome of such suits is 
that they drag along for several years 
until the stockholders get tired of put- 
ting up money for lawyers’ fees, etc., 
and then some sort of settlement is 
patched up which, after the deduction 
of legal expenses, leaves the stockhold- 
ers in the position of holding an empty 
bag.” 

Island Oil’s Prospects 

Island Oil is capitalized at $30,000,- 
000, of which $22,500,000 is outstand- 
ing, par $10. Its funded debt consists 
of $3,000,000 authorized and issued 
first lien collateral gold 7% notes due 
September, 1920, $5,000,000 authorized 
10-year gold debentures due March, 
1927, pledged to secure first lien col- 
lateral 7% gold notes, and $1,500,000 
7% equipment notes of which $750,000 
is outstanding. Island Oil’s proper- 
ties, in addition to various oil interests 


near future. 


in Mexico, include the oil rights to 
40,000 acres in Cuba and 900,000 acres 
of carefully selected oil lands in the 
Republic of Colombia. In addition to 
the wells on the Mexican properties 
already mentioned, the company is 
drilling two other wells which have 
progressed far enough to warrant the 
expectation of oil in quantity in the 
With the proceeds from 
sale of the above notes Island has al- 
ready completed its 18 mile pipe line 
to the coast with a daily capacity of 
30,000 barrels. It has constructed what 
is claimed to be one of the best loading 
stations on the Mexican coast with a 
loading capacity of 5,000 barrels per 
hour. Extensive storage and pumping 
facilities have also been provided. The 
company has also purchased several 
tugs and at least three whaleback 
barges which are now being converted 
for oil and are expected to be in service 
during September. It is expected that 
this year Island should be able to show 
earnings of better than $1 a share on 
its stock. 

In July the Island Oil company pro- 
duced and shipped about 300,000 
barrels of oil and it is expected that 
shipments will run to 400,000 in Aug- 
ust and 600,000 in September. Based 
on the July earnings, the present price 
of oil and shipments as above esti- 
mated, the company before the end of 
the year should be earning at the rate 
of $4,000,000 net per annum. After de- 
ducting $262,500 against interest 
charges the balance would be at the 
rate of approximately $1.75 per share 
on the 2,225,000 shares outstanding. 
Allowing that after depreciation and 
other charges earnings will run at the 
rate of only $1.50 per annum on the 
stock, then such earnings are more 
than 40% of the present market price 
of Island Oil at 3% per share. 

An officer of the company recently 
expressed the opinion that within two 
years Island would be earning at the 
rate of $10 per share per annum. Tak- 
ing the most conservative view possible 
it would seem that for a long term in- 
vestment the stock offers possibilities 
of unusual character, 
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ANGLO-AMERICAN — Report — Earn- 
ings have shown continuous growth in last 
few years. Amounts distributed annually 
in dividends have increased steadily since 
1913, despite heavy taxes on companies 
operating in Great Britain. Although state- 
ment of earnings for 1917 has not been 
made public, it is believed will show sub- 
stantial gain over previous year. Earnings 
in 1916, before deductions, were $5,446,- 
448, of which there remained $2,939,77 
after depreciation, interest and war taxes. 
Was reported to have ships amounting to 
120,000 gross tons. Vessels in balance sheet 
were valued at approximately $6,500,000. 
This was placing a valuation of about $50 
a ton on vessels—a figure that prevailed be- 
fore war. Present prices for shipping are 
several times that amount. 

ELK BASIN—Report—Company is 
maintaining production at a substantial fig- 
ure and indications are said to point to earn- 
ings in 1918 at least as high and possibly 
higher than substantial record established 
in 1917. Incorporated December, 1916, its 
balance sheet as of Dec. 31, 1917, indicated 
excellent earnings for year. After having 
paid $200,000 in dividends during year and 
having set aside reserves of $137,954 for 
depletion and $12,391 for income and excess 
profits taxes, company showed a surplus of 


$85,277. Among assets were shown $16l,- 
122 in cash and $40,000 in Liberty Bonds. 
The company paid its initial dividend of 
12%4c a share Feb. 1, 1917, and since that 
time has been maintaining disbursements 


at the same quarterly rate. Capital $2,000,- 
000 with par value of shares $5 each. All 
shares outstanding. Property consists of 
840 acres of centrally located leases in Elk 
Basin field. Development operations are in 
charge of the Midwest Refining Co. 
GALENA-SIGNAL — Earnings—State- 
ment for year ended Dec. 31, 1917, showed 
net earnings of about $2,500,000, and as 
management of Galena-Signal Oil Co. fig- 
ures net annual return of an additional 
$2,000,000 from new properties acquired, this 
would make total earnings applicable on 
preferred stocks of about $4,500,000, or 
seven times amount required. 
HOUSTON—New Wells—Timber Rev- 
enues—New well, which came in with an 
output estimated at 1,000 barrels a day, 
later reported to have produced as high as 
1,500 barrels daily, and now flowing approx- 
imately 1,000 barrels a day, with no signs 
of diminishing. Two wells drilled prior to 
striking oil. Reported possibility of trans- 
forming these into producers. Well No. 4 
now is being drilled about 110 feet north 
of No. 2, while nerth of No. 4 a derrick has 
been erected for drilling of No. 5 well. In 
addition to prospects of a rapidly increas- 
ing revenue from production of crude oil, 
receives increasingly large payments each 


year from the Kirby Lumber Company, 
which holds timber rights to immense 
acreage in Louisiana and Texas. A semi- 
annual payment of $781,250 payable to com- 
pany in August, while agreement is re- 
ported to call for payment of approximately 
$24,500,000 by the end of 1925. The $24,- 
500,000 is equivalent to $122.50 a share on 
Houston company’s 200,000 shares of com- 
mon stock. 

LONE STAR GAS—Segregation—Plan- 
ned oil properties, involving rights - to 
its stockholders. Recently raised $1,000,000 
from its stockholders with express inten- 
tion of using it for development of its land, 
particularly for oil, and favorable results 
have been obtained. Company is credited 
with controlling promising oil lands in 
Texas and Oklahoma. Part of land is in 
territory close to that owned by Texas & 
Pacific Coal & Oil Co., which territory ap- 
pears to be some of best developed in re- 
cent years. Has more than 25,000 acres of 
land under lease in Texas and about 19,000 
acres in Oklahoma. As a gas property, it 
earned in 1917 $1,913,000 gross and $772,000 
net, compared with $1,519,000 gross and 
$518,000 net in 1916. Earnings in 1917 were 
about $15 a share. Paid $8 a share in divi- 
dends. Prospective favorable oil develop- 
ment is expected to increase earnings and 
dividend greatly during 1918. 

SINCLAIR OIL—Capacity—First unit ot 
refinery which company had started con- 
structing on Ship Channel, near Houston, 
would have a capacity of 20,000 barrels of 
oil a day. When finished and placed in 
operation, construction of an addition of 
same capacity will be started. Will draw 
its crude oil supply for refinery not only 
from Mid-Continent field, for its trunk pipe 
line will tap new field at Ranger. Much 
will also be imported from Mexico. 


STANDARD OIL OF CALIFORNIA— 
Powder Factory—Would build a powder 
factory at a cost of $1,000,000 for Govern- 
ment. Site selected adjoins its oil property 
in Richmond. Contracts for construction 
of building were let to Foundation Co., of 
New York. Planned to manufacture 
powder from by-products obtained in re- 
fining oil. 

STANDARD OIL OF KANSAS— 
Extra Dividend—Directors declared usual 
extra of $3, in addition to regular quarterly 
dividend of $3 a share, both payable Sept. 
14 to holders of record Aug. 31. 

STANDARD OIL OF NEW JERSEY 
—Wage Increase—Following a conference 
of employes of company with Board of Di- 
rectors, it was announced that a wage in- 
crease of approximately 10% for all re- 
finery employes had been authorized. It 
is sixth general wage increase put into ef- 
fect since Aug. 1, 1915. 
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Growing Pains of Hupp Motor 


A Remarkably Successful Failure—Some Things the Pro- 
moter Doesn’t Say—Refinancing and War Conditions 
Stop Further Expansion—Metamorphosis 
of a Motor Gold Mine 





By VICTOR DE VILLIERS 








O company has been exploited 
to greater advantage by the 
promoters of doubtful new 
motor “enterprises” during the 

last two years, and no more extrava- 
gant and wholly misleading comparisons 
have been made—such as the use of the 
familiar “$100 invested in the Bunkum 
Auto Company became worth $100,000” 
—than in connection with the Hupp 
Motor Car Corporation. In one of these 
circulars issued by a notorious Western 
house that has enriched itself in recent 
years, at the expense of the over-credul- 
ous, it was claimed that $100 invested in 
Hupp became worth $22,000. 

The promotor was guessing, and by 
the merest accident was too modest. 
When it is remembered that only three 
people invested their modest funds in the 
original $11,000 capitalization of the 
Hupp Company ; that it is to-day an $8,- 
000,000 corporation, with stock and cash 
dividends paid between 1908 and 1911 
aggregating over 1,500 per cent ; and that 
it has been paying dividends for nearly 
ten years, it will be seen that the promo- 
tor is a trifle careless in the calculation 
of dollars—other people’s dollars—as 
well as a poor guesser. Perhaps the Drake 
Brothers, founders of the original Hupp 
Company, will tell the next promoter 
exactly how their original $100 stands, 
and whether $22,000 is not too modest. 
Is it not true that they received $2,000,000 
in dividends and a further $3,000,000 in 
stock when their company was taken over 
by the present corporation ? 


The Keystone of Motor Profits 


In this small capitalization lies the 
golden keystone which has supported the 


Hupp structure, as well as such com- 
panies as Ford, Reo, Federal and others, 
in enabling fortunes to be built up on an 
initial investment of insignificant propor- 
tions. Cycles of prosperity are common 
to many industries. During such periods 
it almost seems the rule that any one can 
start, with anything, anywhere, and make 
money. We have seen this happen in 
mining, oil, rubber, cotton, and even 
moving-pictures. The trouble with the 
investing public—a disease one might 
say—is an unfortunate habit of look- 
ing backward rather than forward. 
Cycles come and go, circumstances 
change, and lines in which fortunes can 
be made in one cycle become beggared 
in the next, as we have seen in the last 
two years. 

The investor, therefore, who contem- 
plates a purchase of shares of Hupp 
Motor around 3, should not delude him- 
self into the belief that he is buying into 
a corporation which, having paid a stock 
dividend of 900 per cent and a cash divi- 
dend of 400 per cent in a single year, 
might by some miraculous turn of for- 
tune’s wheel partially repeat its own his- 
tory. Nor should the fact that the stock 
declined from about 12 in 1916 blur his 
mental perspective to make the stock 
look “cheap” at 3, since the former figure 
was a highly inflated one, and really rep- 
resented a price of hundreds of dollars 
—if not thousands—upon a basis of the 
earlier capitalization. 

When the Hupp Company paid its first 
spectacular dividend of 100 per cent in 
1908, the capital of the company was 
paltry $25,000. The dividend being in 
stock, this merely increased the capital to 
$50,000 without costing the company real 
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money or benefiting so-called “out- 
siders” : in other words, the dividend was 
a book-keeping item to recapitalize earn- 
ings and surplus and show a larger in- 
vestment for those who controlled the 
company. If the company had paid the 
dividend in cash, the item would have 
called for a disbursement of an equally 
paltry $25,000—a small sum per se, but 
sufficient to make a handsome showing 
under the heading “dividend payments” 
in per cent. 

Virtually the same illustration applies 
to the 1909 and 1910 and a few subse- 
quent dividend payments, all declared in 
stock and cash upon a nominal capitaliza- 
tion, and out of a really nominal earning 
power—earnings which might be con- 
sidered large for a small company be- 
tween 1904 and 1912, which were the 
richest years for the new companies. 
But these same earnings would hardly 
be considered sufficient to meet the 
pay-roll during present times. 


A Successful Failure 


The tabulation given below not only 
illustrates the danger of the promoters’ 
arguments, and the fallacy of buying at a 
low price something that has declined and 
looks “cheap,” but also the fact that the 
original Hupp Company was remarkably 
successful for its original founders, 
while its successor—the new $3 a share 
Hupp—has been an equally remarkable 


failure. Stock 
Divi- Earn- 
Capital dends Cash ings 
$25,000 100% (not rted) 
50,000 od 78% $143,629 
50,000 400 


’ 597,106 
500,000 os 60 314,491 
500,000 50 os 277. 
16 16 739,019 
~ 30 422,123 
32 600,000 
During its “cycle” of prosperity, which 
lasted from its beginning in 1908 until it 
found occasion to refinance itself at the 
end of 1915, the company rounded out 
a splendid career pf achievement by pay- 
ing out about $2,000,000 in stock and 
cash dividends, a truly astounding return 
on an original investment of $11,000. 


Enter Financiers—And the Public 


At the end of 1915 the old company 
found itself suffering from money strin- 


Year 


gency, and a familiar process was gone 
through with some ease, aided no doubt 
in part by the gymnastics of certain 
motor stocks in the market at that time 
which focussed ample public interest on 
the entire group. 

If the preceding years were halcyon 
days for motor profits, 1915 and 1916 
were certainly remarkable years of op- 
portunity for capital expansion; a psy- 
chological period to put the weakened 
motor treasuries in order and ask the 
eager public to take a hand. We all know 
that a large number of concerns lost no 
time in refinancing, recapitalizing, merg- 
ing, affiliating and going through the 
other processes which made each dime 
look like a dollar to the unsophisticated 
who neither investigated nor cared, but 
bought anything with the name “motor” 
attached. Any new offering might have 
the potentialities of another General 
Motors, United Motors, Chevrolet, Max- 
well et al, so why not Hupp? 

Two financial houses well known 
and esteemed in banking circles, ad- 
vanced the necessary funds in the 
winter of 1915, when the company’s 
capitalization stood at $1,000,000 and 
its net earnings were around $400,- 
000 or the equivalent of 40 per cent on 
capital. The financing accomplished, the 
capital was multiplied eight times, the 
precise figures being $1,500,000 in 7 per 
cent cumulative preferred stock and $6,- 
500,000 in common, with a par value of 
$100 and $10 respectively. It is under- 
stood that about $5,000,000 of the com- 
mon was turned over to the old company 
and bankers to arrange the exchange of 
old stock and for the necessary financing 
of the company. 

How inflated this recapitalization was 
may be judged from the fact that a dem- 
onstrated earning power of about 40 per 
cent was reduced to 5 per cent upon a 
basis of the 1915 figures; conversely the 
common stock at 10 was really selling 
at the equivalent of about 80. That the 
stock has declined from about 12 to 3 is 
not so remarkable when it is recalled 
that the equivalents upon the old basis 
are from about 96 to about 24. 

These criticisms do not detract from 
the real merit of the company, its prod- 
uct, management, or backers, and the fine 





eS 


844 


THE MAGAZINE OF WALL STREET 





record it has made in ten years ; but they 
are intended to show that a company 
may be a flourishing enterprise—Hupp 
was certainly a motor gold mine—with a 
capitalization of $1,000,000, and be a 
miserable failure for $10,000,000. The 
latter point is the one with which stock- 
holders are concerned. 

The company had no stockholders 
prior to November 1915 in the ordinary 
sense of the ferm, since it was a close 
corporation, and its stock not known to 
the investing public. Those who came 
in after the financial plan went through 
joined a corporation which had under- 
gone a metamorphosis, whose capitaliza- 
tion had been multiplied by eight, and 
therefore its earning power divided by 
eight. 


War and Pleasure Car Production 


The Hupp Company always flourished 
under peaceful conditions as its organ- 
izers were among the foremost to rec- 
ognize the possibilities of a popular 
lowpriced car, and its record to the end 
of 1915 substantiated their faith. It 
specialized in a four-cylinder 22.5 h.p. 
car to sell at a reasonable price, and 
few cars were more successful in popu- 
lar esteem both here and abroad than 
the two, five and seven passenger 
“Hupmobiles” roadsters, touring cats, 
sedans and limousines which sold from 
$1,085 to $2,365. 

The war, however, responsible for its 
recapitalization also brought in its train 
restrictions upon pleasure car production 
which have not operated to the advan- 
tage of companies almost exclusively pro- 
ducing this type of car. The high cost 
of production, prohibitive running costs 
of pleasure cars through high prices for 
oil, grease, gasoline, tires, etc., the shut- 
ting off of foreign markets, and numer- 
ous other “war factors” of which the 
wave of economy is not the least, have 
not helped the company in its expanded 
form. Earnings suffered to such an ex- 
tent that six months from the time its 
capital was expanded were sufficient to 
prove to all concerned that the new Hupp 
Corporation was heavily overcapitalized 
upon a basis of former glory and pros- 
perity that was history, rather than 
probability for the future. 


For the first half of 1916, six months 
after the recapitalization, the corporation 
reported net profits around $300,000, a 
ratio almost equivalent to the preceding 
year’s showing. The next six months 
showed clearly the effect of war and 
over-expansion, the actual figures for the 
second half being: “Deficit $65,530.” 
By the time the preferred dividend of 
$45,777 for the half year was paid, this 
deficit had increased to $111,307. 

Yet the old Hupp Company was able 
to pay a 1,300 per cent stock and cash 
dividend in 1910 out of a modest $600,- 
000 in earnings, and investor wonders 
why stock in the new company can be 
dear at 3. 


What of the Future? 


The outlook is not hopeless. The cor- 
poration’s management is a good one, and 
was also reorganized within recent 
months. It has three fine plants at De- 
troit, Jackson, Michigan, and Windsor, 
Canada, all of which are working on 
pleasure cars, shell parts and light motor 
trucks. In this connection, although 
the corporation has cut down pleasure 
car production in accordance with the 
Government edict, it is producing shell 
parts for war needs, its pleasure car 
capacity is oversold, and its new truck 
which will be put out at the end of 
this year is well spoken of by those who 
have seen the preliminary models. 
Undoubtedly, all its products will enjoy 
the same ready demand as Hupp lines 
have always enjoyed. 

Several advances of $100 each were 
made in the selling price of pleasure cars 
to cope with increased cost of manufac- 
ture, and this does not seem to have 
hindered their sale to any appreciable 
extent. The production schedule for the 
fiscal year ended June 30, 1918, originally 
called for 15,000 cars but this total will 
probably be shown to have been reduced 
to 10,000 or 12,000 cars. Upon the latter 
figures, with an estimated profit of $65 
per car the net profit would be $780,000. 
After deducting preferred dividend re- 
quirements, the balance would be about 
$1.30 on the 519,210 shares of common 
stock, with a par value of $10 outstand- 
ing. Allowing 30 cents for unforeseen 
contingencies, $1 a share would remain 
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to provide for depreciation, taxes and 
dividends. Such net operating profit rep- 
resents from 33 to 45 per cent upon a 
market price of 3 for the shares, and such 
a percentage is a fairly good war-time 
showing. 

It is best, however, not to be too hope- 
ful as one cannot predict the future of a 
pleasure-car producing concern in these 
times any too confidently. A good deal 
may happen in the future while official 
sentiment is so decidedly against lux- 
uries, that we expect even greater re- 
strictions against the unfortunate 
makers of pleasure cars if the war is 
much further prolonged. The corpor- 
ation will pay heavy excess profits 
without a doubt. 


Conclusion 
The common stock at 3 is neither cheap 
nor dear, and without particular specu- 
lative feature. We are inclined to the 
view that the shares would be selling for 





about all they are worth between 24% 
and 5, and that a purchase is not par- 
ticularly attractive now. Speculative 
movements in the stock are not in- 
frequent, and the hope of the holder 
lies in the general deflation that has 
taken place in the motor issues as a 
group, and the possibility of great 
speculative activity centering in the 
motor shares in general sooner or later. 
Hupp common can well share in a 
broad upward movement to a moderate 
extent. 

The preferred shares are not gene- 
rally held, few quotations are available 
and no public interest exists in them. 
Quoted at 78-83 they are not particu- 
larly cheap when it is considered that 
Maxwell Motor 7 per cent. cumulative 
preferred can be purchased for 57, and 
the latter is at least as attractive as 
Hupp preferred. We certainly prefer 
Maxwell preferred. 





30,000 Miles of Films 





ESPITE the war, American 
moving picture films retain 
their popularity the world 
over. This is shown in a com- 
pilation made public by the National 
City Bank of New York, analyzing 
foreign trade movements of the films 
in the Government’s fiscal year ended 
June 30, and earlier periods. 

The bank’s statement said that 
enough American motion picture films 
were exported from the United States 
in the twelve months covered by the 
review to stretch around the world at 
the equator. The total length of films 
shipped out of the country in the 
period was in round terms 160,000,000 
feet, amounting in total to over 30,000 
miles. Of this amount nearly 100,000,- 
000 feet was “exposed” film ready for 
the theatre and the remainder “unex- 
posed” film for the photographers. In 
mentioning these heavy exports, the 
bank called attention to the fact that 
the United States is now the world’s 
largest manufacturer of films for the 
camera and the projecting machine. 
Even this enormous exportation of 





160,000,000 feet, or 30,000 miles, falls 
below the record of 1917, doubtless due 
to scarcity of ocean tonnage and 
other causes related to the war. The 
compilation shows that 230,000,000 feet 
of films made in the United States went 
to foreign countries and American pos- 
sessions in the fiscal year 1916, and 
180,000,000 feet in 1917, while over 
$1,000,000 worth of foreign films were 
imported during the fiscal period of 
1918, 


Bankers Review Rapid Rise 


The bank points out that it was only 
in 1912 that the exportation of this 
class of merchandise was considered 
of sufficient importance to justify a 
mention in the statistics of our inter- 
national commerce. In that fiscal year 
the total exports of films amounted to 
80,000,000 feet. By 1914 the total was 
188,000,000 feet, and in 1915 it was 
151,000,000 feet. It was figured that 


the value of the 1918 moving picture 
exports was close to $7,000,000, against 
$8,978,000 in 1916 and $5,090,000 in 
1915. 
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AETNA EXPLOSIVES — Statements 
Discontinued—Receivers have decided to 
discontinue publication of monthly earn- 
ings. It was stated that next statement 
likely would be in form of a report to 
United States District Court covering six 
months to June 30, 1918. 


BRITISH-AMERICAN TOBACCO — 
Ex-Dividend in New York Aug. 26—Sold 
ex-dividend in New York Aug. 26 and divi- 
dend will be paid during the first week in 
October. The dividend is payable in Lon- 
don Sept. 30 to holders of record Sept. 7. 


CURTISS AEROPLANE—Large Order 
—Tardy abandonment of Bristol fighting 
plane in United States, in development of 
which this company spent infinite time and 
pains, has been partially atoned for by a 
large order for Capronis, the famous Italian 
bombing plane. But disappointing phase 
of situation is that Caproni order comes 
last—after big new plant and vast organi- 
zation had been perfected for Bristol work. 
It may be four to six months before Ca- 
proni eg into production. Curtiss Aero- 
plane has also received a large order for 
SE5s, the fast English plane. During first 
six months of 1918 company shipped four 
times as many machines as in same period 
in 1917. Motor shipments for same two 
periods were in same proportion. 


FAIRBANKS — Report — Capitalization 
consists of $1,000,000 8% Ist pfd., $1,473,500 
7% pfd., both of $100 par value and 52,715 
shares of common of $25 par value. Gross 
sales in 1917 were $11,900,000 and $8,600,000 
year before. For first half of 1918 they 
were $7,000,000 and for full year should run 
over $15,000,000. Net profits in 1917 be- 
fore taxes were $1,318,000; after taxes, 
$945,000. The year before pfofits were 
$673,000. For first half of 1917 net was 
$586,000 and for twelve months is expected 
to reach $1,300,000. On common earnings 
were equivalent to $16 per share, after tax 
allowance, in 1917. In 1918 they are ex- 
pected to exceed $20. There is no likeli- 
hood of a dividend being paid on common 
in near future, as management intends to 
run strong in working capital in prepara- 
tion for a big expansion in foreign business 
after war and to care for further develop- 
ment of its miscellaneous lines. 


FIRESTONE TIRE-—Sales, Fiscal Year 
—Sales are estimated for fiscal a ending 
Oct. 31, 1918, at $75,000,000. his allows 
for restrictions on importation of crude 
rubber and production of pneumatic tires, 
and compares with $61,587,000 for previous 
fiscal year. The company’s solid tire busi- 
ness has increased greatly and it is divert- 
ing plant and labor used in pneumatic tires 


to rubberized fabric, balloons, gas masks 
and other war essentials. 


FORD MOTOR—Prices Advanced — 
Company has advanced price of its touring 
cars $75 from $450 to $525. 


GORTON-PEW FISHERIES Co— 
Capital Increase Approved—Capital Issues 
Committee has approved application to in- 
crease pfd. and common stocks. The pfd. 
stock was increased to $20,000,000 and the 
dividend rate raised from 7% to 8%. The 
common stock was increased to $3,250,000 
and the par reduced from $100 to $50. It 
is understood the common will be placed on 
a $2 per annum dividend basis or the equiv- 
alent of $4 on the old stock. 


UNITED PAPERBOARD — Report — 
Mill earnings for fiscal year ending May, 
1918, shows $715,471 as compared with 
$1,937,339 in 1917. Net before dividend pay- 
ment was $147,913 as compared with $828,- 
111 in 1917. Surplus. was $6,833 as com- 


pared with $724,439 in the previous year. 


VICTOR TALKING MACHINE —Air- 
craft Parts—Is proceeding with the manu- 
facture of aeroplane and hydroplane parts 
under its contract with the Government to 
such an extent that the work is coming 
through regularly, and it is expected to in- 
crease actual production shortly. The ma- 
chines are assembled at League Island, the 
bodies or boats and the motors being made 
by concerns. Eventually it has been sug- 
gested that there might be as much as 
$15,000,000 of this business for the company. 
Its regular lines, including both talking 
machines and records, are, of course, re- 
duced by fully 50%. 


WHALEN PULP & PAPER MILLS, 
LTD.—Capital Increase—Company is carry- 
ing out plans for increasing its capital stock 
by issue of 7% mortgage debenture stock, 
due May 1, 1932. This makes the capitali- 
zation as follows: 6% serial mortgage 
bonds, $2,500,000; 7% mortgage debenture 
stock, $2,500,000; 7% pfd. shares, $2,102,500; 
ordinary shares, $8,000,000. The debenture 
stock is secured by mortgage on the com- 
pany’s present and future assets, subject 
only to deeds securing serial mortgage 
bonds. The assets are valued by company 
at $15,000,000, so that there is a margin of 
$12,500,000 as security for stock. Owns en- 
tire assets of three mills and their nearby 
timber limits in British Columbia. These 
are mills at Creek Mill at Howe Sound, 
Empire Mill at Swanson Bay and Colonial 
Mill at Quatsino Sound, Vancouver Island. 
The first-mentioned has been in operation 
for six years, and the others have been 
commenced comparatively recently. 
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TOPICS FOR TRADERS 


Right and Wrong Methods of.Investment 
and Speculation 


XX—Placing Orders at Limited Prices vs. at the Market 





By RICHARD D. WYCKOFF 





i N the security markets we are not 
aT dealing under conditions similar 
eyo} to any other line of business. The 
=== whole world is buying and sell- 
ing the stocks and bonds listed on the 
New York Stock Exchange and the im- 
portant events throughout the world have 
their effect upon prices. This is not true 
to the same extent in wheat, corn or 
cotton, and not at all in real estate and 
other things which people buy and sell. 

If you are desirous of buying a house 
and lot, it is all very well for you to make 
up your mind what price you can afford 
to pay, then make your bid at a fixed 
price; but if you have decided upon an 
issue of bonds which suits your purpose, 
and these bonds are selling at 8544, don’t 
give the broker an order to buy at 85, but 
buy them at the market price. One im- 
portant reason is that they may not again 
sell at 85. The price might advance ten 
points before it declines that one-quarter. 

This is more than ever true when deal- 
ing in stocks. Having made up your 
mind that it is time to buy, do not stand 
on a fraction—buy. Let. other people 
fiddle around, wasting their time and the 
broker’s trying to save an eighth or a 
quarter, and perhaps losing an oppor- 
tunity to make a big profit. 

The best way to place orders in active 
stocks is at the market. When I want 
to buy 500 Steel I call the broker and give 
him the message just that way—“Buy 
500 Steel.” Then I am sure to get it. 

The broker can always tell an inex- 
perienced trader or investor by the sup- 
posedly shrewd way in which he places 
his orders. That is, the client thinks him- 
self shrewd. If Mexican Petroleum is 
selling at 102, the client says, “Sell mine 
at 102.” He does not realize that 102 is 
not the real market but simply the last 


sale. The bid and asked price which 
represents the actual market is perhaps 
10134 @ 102, and if he wants to sell, he 
will get somewhere between 10134 and 
102, if his order arrives in the crowd at 
that moment. The great mistake is that 
the client does not allow for the fact that 
the price which appears on the tape is 
from one-quarter of a minute to five min- 
utes behind the identical transaction 
which it records. That is, the tape fig- 
ure shows something that has happened. 
Then another quarter or a half minute 
must be allowed for the transmission of 
the order from the client to the broker 
on the floor. 


How an Order is Handled 


The process is this: The client gives 
his order to the order clerk in the broker’s 
office, who phones it to the telephone boy 
representing the firm in the booth on the 
Stock Exchange floor. The latter presses 
a button, and the broker’s number is 
flashed from the side wall of the Ex- 
change. The broker walks from where 
he stands on the floor to the telephone 
booth, takes the order from the phone 
boy, then walks to the post where that 
stock is dealt in. When he arrives there 
the order can be executed and not before. 

All this takes time. The client usually 
writes out the order, the clerk on the 
floor has to repeat it, to make sure there 
is no mistake, and sometimes there is a 
further delay because the broker has a 
large and important order and cannot 
leave the crowd. He sends a page to the 
telephone booth with instructions to take 
the order to another broker or a spe- 
cialist. In such a case, two or three 
minutes may elapse before the order ac- 
tually arrives at the post where that par- 
ticular stock is dealt in. 


(847) 





848 








THE MAGAZINE OF WALL STREET 











Many things can happen in the mean- 
tiine. Price fluctuations are often a mat- 
ter of seconds. In fifteen seconds there 


can be several fluctuations in the bid and’ 


asked prices. Therefore, the buying or 
selling opportunity which you saw, or 
thought you saw on the tape is something 
that it is physically impossible to take 
advantage of. The only one who could 
do this is a broker or trader who is stand- 
ing in the crowd and can instantly supply 
a bid or accept an offer. 


The tape price is, therefore, the ap- 
proximate price which you will receive 
if you place an order at the market. And 
if you will always bear in mind this in- 
terval of one to five minutes that must 
elapse between the time you see the fig- 
ures on the tape and the time your broker 
arrives in the crowd ready to execute 
your order, you will be cured of the folly 
of giving limited orders on active stocks. 


These market orders often work in 
in a position to execute your selling in- 
structions, the market may be higher than 
the price which you saw on the tape. If 
you place a limited order, you do not al- 
ways get the full benefit of the favorable 
change in the quotations. With a mar- 
ket order in his hand your broker may 
get into the crowd, and see a lot of peo- 
ple bidding 102 with only one lot offered 
at 102%. He may wait and get 102% or 
102%, whereas with your limit at 102 in 
his hands, he may feel that this price 
expresses the figure with which you will 
be satisfied and will therefore sell the 
stock to one of the 102 bidders. 


In the long run I find that these trans- 
actions average out in a satisfactory way, 
and that more is gained by giving your 
broker a free hand to deal at the market. 


Advantage of Personal Service 


There is another objection to the lim- 
ited order which must not be overlooked, 
which is that your broker is more apt to 
execute a market order himself and not 
give it to the specialist. To illustrate: 
If you want to buy or sell at a definite 
figure, your broker will take the order 
into the crowd, but if he finds that the 
price is a fraction or a point or two 
away from the actual market, he is 
obliged, unless he has very little to do, 


to place the order with a specialist. The 
latter then enters it in his book along 
with a lot of other orders at the same 
figure, and when the price advances or 
recedes to your figure, he executes it if 
he can. 

Thus the service which your own 
broker would personally render you is 
supplanted by the generally unsatisfac- 
tory service which is given by the spe- 
cialist. In the long run this personal 
service will mean a great deal of money 
to you if your trading is at all active. 
And the work of the specialist, who often 
looks out for himself first, the odd lot 
house second, and his miscellaneous cus- 
tomers (among them yourself) last, will 
many times prove to be very expensive. 

I do not advocate this method on se- 
curities that are inactive and whose quo- 
tations are therefore represented by frac- 
tions of a half a point to five points apart. 
On all such, quotations should be secured 
and limited orders given at a price which 
you think is fair. If this quotation be 
108 @ 109, it is generally true that the 
real market is 108% @ 10834. This is 
because the specialist who makes it his 
business to stay in that crowd all day is 
also trading for himself and the odd lot 
houses, and before he will give you a 
close quotation he wants to know whether 
you are a buyer or a seller. You may 
have a round lot of five hundred or a 
thousand shares, and he does not wish to 
show his hand too definitely until he sizes 
you up. 

A specialist always has a few orders 
up his sleeve, and he is generally willing 
to take a position himself if he is not 
already committed to one side or the 
other, hence, in an inactive stock it pays 
to learn the real market before placing 
your order, and then either accept the 
bid or offer or place a maximum or min- 
imum figure on your lot. 


How Not to Do It 


One of the worst forms of placing or- 
ders is that of following an inactive 
stock up or down. For example: The 
stock is quoted 110 @ 112, last sale 111. 
A buyer says “Buy me 100 shares at 110.” 
The order goes to the specialist who re- 
ports back “It is now 110% @ 112,” and 
the client says “Raise my bid to 110%.” 
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The specialist responds with “11034 bid,” 
and so on up until the client finally has 
to pay 111%. Had he placed an order at 
110%, or 111 in the first instance, he 
might have secured the stock at either 
of those figures. But by matching the 
other bid, he has shown his hand to the 
specialist, who, realizing the client’s an- 
xiety to buy, and incidentally his ignor- 
ance of the way to buy, he is forced to 
pay a higher price. 

Limited orders are usually an expres- 
sion of timidity. The one who gives them 
is so cautious that he very often cuts 
himself out of a satisfactory transaction. 
Limited orders frequently result in the 


Mr. Wycxorr Witt ContTINvE His 


order not being executed that day, and 
not renewed the next day. Thus the 
opportunity passes. 

Your first judgment is more apt to be 
correct than that which is influenced or 
modified by the usual gossip which per- 
vades a broker’s office. If you give your 
order at the market, it means that you 
act when you make up your mind, and 
not after you have listened to a lot of 
plomiscuous opinions. 

Three-quarters of most any job is get- 
ting started. If you don’t open the trans- 
action you never can close it, and both 
operations are necessary to accomplish 
either a profitable or.a losing transaction. 


CoNTRIBUTIONS UNDER A New TITLE, 


“INTIMATE TALKs ON SECURITIES,” BEGINNING WITH THE NExt Issue. 








The King of Chemicals 





HEN the chemists clamor for 
more platinum, and the Bu- 
reau of Mines says we are 
starving for platinum, and the 

person who wears a platinum set jewel 
is branded as a slacker, the layman 
naturally sits up and asks, “What’s all 
the talk about platinum? What is is 
used for?” And the answer is, “Sul- 
furic Acid,” says Mr. J. J. Willaman, a 
prominent member of the Minnesota 
section of the American Chemical 
Society. 

Now platinum is a many sided metal. 
it is not corroded in moist air; it is not 
oxidized by electric sparks. Hence it 
is used in contact points in many elec- 
trical instruments, as telephones, tele- 
graphs, radios, signal instruments on 
ship board, etc. It is not affected by 
most chemicals or by high tempera- 
tures; therefore it’ is used in certain 
parts of big guns, in chemical analyses, 
in electric furnaces. It is very costly, 
therefore it is in demand for jewelry 
by persons who do not know for what 
else to spend their money. 

But all of these uses are overshadowed 
at the present time by its use in the man- 


ufacture of sulfuric acid. Platinum is 
absolutely essential in making sulfuric 
acid; and sulfuric acid is absolutely 
essential in making high explosives, 
textiles, war gases, dyes, many foods 
and medicines; in fact, hardly a sub- 
stance can be named in the manufac- 
ture of which sulfuric acid does not 
have to deal directly or indirectly. The 
late Robert Kennedy Duncan, founder 
of the system of fellowships in indus- 
trial chemistry at the University of 
Pittsburgh, speaks of it as “Sulfuric 
acid, oil of vitriol, the king of chemical 
products.” 

Very recently, a French authority in 
commenting on this chemical said: “If 
called upon to decide which of all the 
manufactured products, the industrial 
creations, has been the most necessary 
and useful to the country since the war, 
without which defeat would have been 
rapid and inevitable, I should answer 
without hesitation, sulfuric acid. The 
factor which best represents the 
economic prosperity of a nation is its 
consumption of sulfuric acid. True in 
time of peace, it is still more so in mod- 
ern warfare.” : 





Our Point of View 
On Vital Factors in Finance and Business 





HE constant advance in the 
Utilities wages of public utility em- 
Passing ployees, taken in connection 
the Worst with the fact that even at the 
higher pay the companies are 
unable to get ¢nough competent men to handle 
their business satisfactorily, shows very plainly 
that the higher rates already granted in 
many cities and under consideration in 
many others, are absolutely essential to 
giving the public adequate service. 

The Taft-Walsh War Labor Board recently 
ordered increases of 35% to 65% in wages on 
22 different street car systems. How can the 
companies be expected to meet such radical 
advances without charging higher rates to 
the public? The Board sees no other way. 

An important increase in wages just 
granted by the Third Ave. Ry. has, accord- 
ing to latest reports, been followed by a 

artial walk-out. The independence of 
abor is directly due to its scarcity. When 
every mechanic or even common laborer 
knows that a good job at war work awaits 
him whenever he wants it, he can hardly be 
expected to continue working for a public 
utility at lower wages than he could obtain 
by making the change. 

The result of this situation is bound to 
be higher rates for service. If local au- 
thorities and the public do not listen to 
reason, they will eventually be forced to 
act by unavoidable curtailment of the serv- 
ice. As a matter of fact, the corner has 
probably been turned or soon will be. And 
the time to buy the best public utility se- 
curities is when conditions are at their 
worst. The investor who waits for com- 
plete relief to the companies is likely to 
arrive “after the ball.” 

* * «* 


FEW statutory phrases have 
“Invested - ever been so difficult to in- 
Capital” terpret as the phrase “invested 
and Stock. capital” in the Excess Profits 

Tax Law. Corporations hav- 
ing a small amount of stock outstanding 
but a large surplus or large undivided prof- 
its have quite naturally feared that they 
might be allowed an unduly small exemp- 
tion for invested capital and have therefore 
in some cases issued more stock. Commis- 
sioner Roper now calls attention to the fact 
that this does not in the least increase their 
invested capital under the law. 

There is another angle to this question. 
If profits reinvested in the business are 
“invested capital,” then they are themselves 
entitled to earn a profit. ave the Federal 
Trade Commission and others who are so 
loudly charging the great corporations with 
“profiteering,” taken this reinvestment of 
capital into full consideration in figuring 
the profits of the companies on war work? 

The tendency is to count profits of past 


years as profits solely, and to forget that 
when reinvested in the business they be- 
come “invested capital,” and as such are en- 
titled to earn their own profit. 

. a. 7 


A= we approaching a time 
Economy in when transfers of gold 
se of from one section of the coun- 
Our Gold. try to another will become 
unnecessary? During the 
three years which the Federal Board’s Gold 
Settlement Fund has been in operation, 
actual transfers of gold from one Federal 
Reserve Bank to another have amounted 
to only a little over 1% of the total obliga- 
tions settled. 

The hauling of gold around the country 
is wasteful and inefficient, now that our 
banking system has been unified. Since 
ar ges | no gold is passed from hand to 

nd, and it serves entirely as a base to 
support other forms of money, its purpose 
can be carried out just as well in one part 
of the country as in another. 

Gold production is falling off because the 
cost of mining it has doubled; but in the 
meantime the world is learning to econom- 
ize in the use of gold as money. It is safe 
to predict that after the war a much smaller 
relative base of gold will be made to serve 
the een of supporting the structure of 
credit than was ever the case before the 


war. 
* * * 


| A period of rising prices, 
real estate is always the last 
Famine in to be affected, and that con- 


Growing 


Building. dition is now accentuated by 
the effect of the war. Taxes on 
real estate continue to rise almost every- 
where. The cost of building materials has 
become nearly prohibitive and in many 
cases they are unobtainable at any price. 
Many buildings in the large centers have 
been commandeered by the Government for 
war uses, and very few new ones are being 
constructed to take their place. In addi- 
tion, the Government has a big building 
program of its own under way, which div- 
erts men and materials from ordinary con- 
struction. 
The encouraging feature is that this sit- 
uation necessarily lays a foundation for 
a building boom when war demands cease. 
Population keeps right on growing, and 
when the building industry has been partial- 
lly held up for several years the demands 
for housing and other accommodation be- 
comes “banked up,” insuring great activity 
when the situation becomes more favorable. 
It is conditions similar to this in many 
lines of industry that will operate to prevent 
any disastrous after-the-war collapse such 
as some have been inclined to fear. 
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IMPORTANT DIVIDEND ANNOUNCEMENT 
a Company the Stock Must Be Transfered Into the 
ihe Date of the Closing of the Company's Books. 
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